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At the 1954 Annual Conference 


MR. J. GRANT GLASSCO, NEWLY ELECTED PRESIDENT OF THE C.L.C.A. FOR 1954-55, CLASPS H 


WITH RETIRING PRESIDENT WALTER J. MACDO TO WHOM HE HAS JUST MADE A PRESE 
TION. THE HON. RONALD D. TURNER, PROVINCIAL 


I RS, REGINA, E. BOYD, BRANDON, H. M. STEPHENS, MONTREAL, AND L. J. BUTLER, OT- 
IN SERIOUS DISCUSSION DURI A BREAK IN THE PA DISCUSSIONS. THE ARTS BUILD- 
ING OF THE UNIVERSITY OF MANITOBA IN - BACKGROUND. 
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A PA? 

FOUR WESTERN DELEGATES ENJOY A BREAK FROM THE PANEL DISCUSSIONS. HAROLD MOFFET, CONDI 

REGINA, GORDON BURTON, CALGARY, FRANK GRIFFITHS, VANCOUVER, AND RALPH BAMFORD, COUR’ 
MOOSE JAW, ON THE UNIVERSITY OF MANITOBA CAMPUS AT FORT GARRY, MANITOBA. 
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. MR. GEORGE S. CURRIE, MONTREAL, DELIVERS THE FIRST OF THE TECHNICAL ADDRESSES AT THE 
RE- F 195 CONFERENCE OF THE C.LC.A. HIS SUBJECT: “CONDUCTING AN AUDITING PRACTICE — TODAY 
4 AND TOMORROW". 


AS- 











A PANEL DISCUSSION GROUP. THE MEMBERS OF THE PANEL ON “DAY TO DAY PROBLEMS OF 
aT, CONDUCTING A PRACTICE,” FRANK T. DENIS, MONTREAL, JOHN A. WILSON, TORONTO, ROSAIRE 
:D, COURTOIS, MONTREAL, FRANK A. COFFEY (CHAIRMAN), MONTREAL, W. HERBERT NIELD, CALGARY, 
AND JOHN R. CHURCH, MONTREAL. 
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SASKATCHEWAN DELEGATES AT THE BUFFET. MR. AND MRS. IAN FORBES AND MR. AND MRS. 
AUSTIN HUNT, ALL OF REGINA. 





BEFORE THE TEE OFF. JOHN A. WILSON, TORONTO, ALEX. ARCHIBALD, MONTREAL, HAROLD BANKS, 
TORONTO, AND FRANK GRIFFITHS, VANCOUVER, DISCUSS A FINE POINT OF ACCOUNTING THEORY 
(NO DOUBT) AS THEY WAIT THEIR TURN TO TEE OFF AT ST. CHARLES COUNTRY CLUB, WINNIPEG. 
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Introducing ...the all-new 


Burroughs Ten Key 
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Now, Burroughs offers you a new standard of operating 
ease in ten-key adding-subtracting machines. Light and 
compact in design yet durably rugged in construction, the 
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positioned keyboard and controls . . . light-touch keys . . . 
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PRACTICE WANTED 
Chartered accountant firm wishes to 
purchase small practice or group of 
accounts. Toronto area preferred. Box 
433, The Canadian Chartered Account- 
ant, 69 Bloor St. E., Toronto 5, Ont. 


DEMANDE 
C.A. bilingue recherche perspective de 
devenir associé ou désire acheter clien- 
téle. Casier postal 432, The Canadian 
Chartered Accountant, 69 Bloor St. E., 
Toronto 5, Ont. 


CHARTERED 
ACCOUNTANT WANTED 
For diversified public practice. Cost, 
credit, and industrial experience ex- 
tremely valuable. Wide open future. 
Please contact Hutchins, Mullin and 
Company, 68 Yonge St., Toronto, Ont. 


OFFICE MANAGER 
Capable of creating order and main- 
taining it in a sound and growing busi- 
ness. A young man’s opportunity. 
Box 430, The Canadian ee Ac- 
countant, 69 Bloor St. E., Toronto 5, 
Ont. 


C.A. WANTED 

If you are a young, aggressive chart- 
ered accountant who is interested in 
joining an expanding and progressive 
firm of chartered accountants at the 
Pacific Coast, and are interested in tax- 
ation problems as well as general au- 
diting, etc., you will be interested in 
this opportunity to live and work in 
the rapidly developing Province of 
British Columbia. Partnership avail- 
able to the right man. Apply Box 436, 
The Canadian Chartered Accountant, 
69 Bloor St. E., Toronto 5, Ont. 


WANTED 

Young chartered accountant as assist- 
ant to comptroller of expanding manu- 
facturing company with head office in 
Montreal. Applicant must possess abil- 
ity to advance to executive level. Sup- 
ply detailed account of experience in 
first instance. Box 434, The Canadian 
Chartered Accountant, 69 Bloor St. E., 
Toronto 5, Ont. 


SWEETNESS 
and 


LIGHT 


By Jay Vee 


With Tongue in Cheek 

HE average woman today may not 

realize it, but she is slowly being 
displaced by the opposite sex in house- 
work and other domestic activities. The 
whole trouble is that men, though their 
potentialities were dormant for centuries. 
are now proving themselves to be ob- 
viously superior along these lines. In- 
deed in some cases they seem to be born 
homemakers who would do well to de- 
vote themselves to the task on a full- 
time basis instead of wasting their talents 
in the business world. 

Take shopping for instance. A gen- 
eration ago, the paterfamilias might go 
from one year’s end to the next without 
ever seeing the inside of a butcher shop. 
If on a rare occasion illness at home did 
oblige him to purchase the weekend 
roast, he marched up to the counter, drew 
a small piece of paper from his vest 
pocket, and read out loud in a well-re- 
hearsed tone, “One sirloin tip roast, 
about 31/, Ibs., with a nice casing of fat 
on the outside, and a piece of suet’’. Then 
looking severely at the butcher, he add- 
ed, “And you had better give me a good 
one, because if you don’t my wife will 
send me right back with it! 

Today what disheartening sight faces 
the woman who ventures into a chain 
store marketeria on a Saturday morning ? 
To left and to right men are pushing 
shopping carts up and down the aisles, 
showing off their collection of food- 
stuffs like a mother with her first baby, 
studying labels on tins, and advising their 
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life partners which of the 57 varieties 
would go best with the lamb chops. 

But shopping is only a small part of 
the revolution. Take a look at what has 
happened to baby-care. It is no joke 
that some prenatal clinics conduct a 
course for expectant fathers which is al- 
most as long as the one for expectant 
mothers, and that many people consider 
boys to be the best baby-sitters. From 
what psychologists tell us, if the baby 
were given any say in the matter it would 
pick the firm but low voice of its fa- 
ther over the shrill soprano voice of its 
mother any day of the week. Men just 
seem to have a natural instinct for the 
proper care of the young. 

Not long ago we were at a party in 
honour of a bride - and - groom - to - be. 
Thinking to amuse the guests at the ex- 
pense of the young fellow’s embarrass- 
ment, the hostess handed him a white 
cloth and asked if he could fold a 
diaper. He looked perplexed as he set 
down his glass and said, “You didn’t 
say which kind you wanted me to do, so 
I guess I'll have to do both. First there 
is the old-fashioned kite-shaped diaper 
which goes in a triangle like this and is 
held by one pin. But then the better 
and more modern kind is folded like 
this and is held here and here by two 
pins.” (At this point the hostess made 
a firm resolution to depart from the do- 
mestic life and register with the Ontario 
Institute as a student-in-accounts. ) 


Even the food manufacturing com- 
panies now recognize men as the best 
homemakers. ‘‘Let 4im do the cooking,” 
said a large car poster in the subway 
this morning, “his specialty golden brown 
chicken pan fried in our shortening”. 


Why sure, let im go right ahead if he 


wants to. But if 4e is going to do the 
cooking and /e is going to rock the 
cradle, women will have no choice but 
to take over the government, the profes- 
sions, and the business world. After all 
they do have to find a way to put in 
the time somehow ! 
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POSITION WANTED 
Accountant, age 32, holding C.A. and 
R.LA. degrees, seeks change of posi- 
tion. Presently employed as controller 
of medium-sized department store. Ad- 
dress all correspondence to Box 429, 
The Canadian Chartered Accountant, 
69 Bloor St. E., Toronto 5, Ont. 


ENGLISH CHARTERED 
ACCOUNTANT AVAILABLE 
English chartered accountant, aged 36, 
(qualified A.C.A. 1940), emigrating to 
Canada early October, welcomes en- 
quiries from professional or commercial 
firms. Box 428, The Canadian Chart- 
ered Accountant, 69 Bloor St. E., Tor- 

onto 5, Ont. 


SENIOR STUDENT AVAILABLE 
Student writing 1954 final examinations 
desires responsible employment with 
Ontario C.A. firm. December examin- 
ation results assured by intermediate 
prize and excellent experience. Box 
431, The Canadian Chartered Account- 
ant, 69 Bloor St. E., Toronto 5, Ont. 


PRACTICE WANTED 
Chartered accountant with diversified 
professional and commercial experience 
wishes to purchase accounting practice 
either directly or via partnership with 
succession agreement in Edmonton or 
elsewhere west of the Great Lakes. Al- 
ternatively would consider employment 
with a view to early partnership in a 
growing firm in the same area. Box 
435, The Canadian Chartered Account- 
ant, 69 Bloor St. E., Toronto 5, Ont. 


PRACTICE FOR SALE 

PACIFIC COAST 
Good clientele, available on a retiring 
partnership basis. Good opportunity 
for expansion. Replies confidential. 
Apply Box 437, The Canadian Chart- 
ered Accountant, 69 Bloor St. E., Tor- 
onto 5, Ont. 


PRACTICE WANTED 
C.A. desires to purchase practice prefer- 
ably in Toronto or Niagara Peninsula 
area. Box 438, The Canadian Chart- 
ered Accountant, 69 Bloor St. E., Tor- 
onto 5, Ont. 
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Attractively bound in green cloth 
with gold lettering 


PRICE $2.00 
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COMMENT AND OPINION 


The C.1.C.A.’s New President 
_— election of Mr. J. Grant Glassco 

of Toronto to succeed Mr. Walter 
J. Macdonald of Winnipeg as president 
of the C.I.C.A. reminds us of some 
words we wrote in this column last year 
in commenting on the election of Mr. 
Macdonald to succeed Mr. J. Lorn Mc- 
Lean of Vancouver. For if Mr. Lorn 
McLean was the first ‘Mc’ to be suc- 
ceeded by a ““Mac’’ in the C.I.C.A.’s pre- 
sidency, he now also has the distinction 
of being the first native of California to 
be succeeded (one year removed) by an- 
other native of California in that office. 
It is a remarkable coincidence also that 
both of our Californian presidents were 
first admitted to the profession of chart- 
tered accountancy by the Quebec Insti- 
tute, and in the same year, 1927! 

While on this path of coincidence, we 
should not omit to mention that both 
Mr. Glassco and his immediate prede- 
cessor Mr. Macdonald (who was born 
in Glasgow) have important associations 
with Winnipeg, where Mr. Glassco spent 
his childhood and Mr. Macdonald his 
mature years. 

That our new president is a native of 
Los Angeles is due, we imagine, to the 
fact that his parents were temporarily 
located there in the course of his father’s 
career as an electrical engineer in which 
he attained eminence as head of the 
Winnipeg Hydro Electric System. The 


son was educated at Ridley College and 
at McGill, taking his Commerce degree 
at the age of 20. Two years as a student- 
in-accounts with McDonald, Currie & 
Co. in their Montreal office led to his 
admission to the Quebec Institute in 
1927. In 1931 he commenced his asso- 
ciation with Clarkson, Gordon & Co. in 
Toronto, becoming a partner of that firm 
in 1935. During the war he served as 
Government Controller and Financial 
Adviser to the DeHavilland Aircraft of 
Canada Limited, and for his services was 
admitted to the Order of the British Em- 
pire in 1946. He has long been associat- 
ed with the Hospital for Sick Children in 
Toronto and was last year elected chair- 
man of the Board of Trustees of that 
great institution. He was president of 
the Ontario Institute of Chartered Ac- 
countants in 1948-49 and is a member of 
the Board of Governors of Ridley Col- 
lege. He is also a Fellow of the Royal 
Philatelic Society of England and his 
hobbies are fishing, shooting, farming 
and, of course, stamp collecting. 


Not long ago a leading chartered ac- 
countant of Toronto was describing to us 
a young university graduate whom he was 
hoping to bring into his firm as a stu- 
dent. “The young man,” he said, ‘‘pos- 
sesses all the qualities for success in this 


profession. He could be another Grant 


Glassco!”’ 
"Nough said! 
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Tax Practice of 

U.S. Accountants Still Under Attack 
oe three years ago we penned 
a note in this column entitled “U.S. 
Accountants and Lawyers Agree on Tax 
Practice”, a congratulatory comment on 
the agreement arrived at by the Ameri- 
can Bar Association and the American 
Institute of Accountants for settlement 
of the difficulty which the two profes- 
sions had experienced with respect to the 
role of each in the field of income taxa- 
tion. It now appears that so far as the 
accountants are concerned the congratu- 
latory tone was premature, and that the 

agreement has really settled nothing. 


Well do we remember the qualified 
satisfaction with which the accounting 
profession in the U.S.A. accepted the 
Bercu decision in 1948 when the New 
York Court of Appeals indicated that 
an accountant who tendered incidental 
income tax advice to a client in the course 
of preparing his income tax return did 
not thereby engage in the practice of 
law and that only an accountant who 
tendered the same advice at the client’s 
request unlawfully practised law. Three 
years later, however, a Minnesota Court 
in Gardner v. Conway rejected the “‘in- 
cidental” test of the Bercu case and laid 
down the following: 

Whenever, as incidental to another 
transaction or calling, a layman, as part 
of his regular course of conduct, resolves 
legal questions for another — at the lat- 
ter’s request and for a consideration — by 
giving him advice or by taking action for 
and in his behalf, he is practising law if 
difficult or doubtful legal questions are 
involved. 

On June 14 last a California Court 
in Agran v. Shapiro expressed its pre- 
ference for the test laid down by the 
Minnesota Court to that of the New 
York Court, and the fat is now in the 
fire once again. Fortunately it appears 
that the California decision raises con- 
stitutional questions which will permit 
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it to be appealed directly to the Supreme 
Court of the United States, and we 
gather from the leading editorial in 
August’s Journal of Accountancy that 
such is to be done. 


Though not beset by the same prob- 
lem in this country Canadian accountants 
will watch with every sympathy the ef- 
forts of their professional brothers across 
the border to find the answer to their dif- 
ficulty. 


Accounting Hall of Fame 


WE were very much astonished the 
other day to learn from The Ac- 
countant, which as everyone knows is 
published in England, that Ohio State 
University has established an Accounting 
Hall of Fame for American accountants 
which has been in existence since 1950. 
Our surprise was less at the existence of 
the Hall of Fame than at the source of 
the information, a British publication. 
Our thanks to Mr. Nicholas Stacey, the 
author of the article in The Accountant, 
for this interesting tid-bit. 


The Hall of Fame inaugurated by 
Ohio State University is integrated in 
the University’s annual institute of ac- 
counting and the underlying purpose is 
to commemorate the names of those ac- 
countants who have made a notable con- 
tribution to the accounting profession in 
the United States. In the past five years 
the names of 17 accountants have been 
inscribed on the scroll, which is housed 
in the College of Commerce and Admin- 
istration, and we are happy to say that 
nearly every one of them was well-known 
to us and, we are sure, will be familiar 
to most Canadian accountants and, doubt- 
less, to a great many accountants in other 
parts of the world. In 1950, the first 
year of the Hall of Fame, George O. 
May, Robert H. Montgomery and Wil- 
liam A. Paton were elected, and in 1951 
Arthur Lowes Dickinson and Henry R. 
Hatfield; in 1952 Elijah Watt Sells and 
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Victor H. Stempf; in 1953 Arthur E. 
Andersen, T. Coleman Andrews, Joseph 
E. Sterrett, and Charles E. Sprague were 
elected. This year, Carman G. Blough, 
Samuel J. Broad, Thomas H. Sanders, 
and Hiram T. Scovill were added to the 
list. 

The majority of these, Mr. Stacey 
points out, have been or still are practis- 
ing accountants, while some of them 
have combined piofessional practice with 
teaching at the universities. Addressing 
the University’s institute of accounting in 
in 1953, Mr. F. Kenneth Brasted said: 

I was impressed by the fact that these 
men in the Accounting Hall of Fame were 
all men of great vision, rather than narrow 
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specialists. And all seemed greatly coa- 

cerned about both the professional aad 

broader phases of education in their times. 

We thank Mr. Brasted for so acute a 
summing up of the qualities which made 
these men eminent in their profession. 
It is not in narrow specialization, nor 
even in the pursuit of material rewards, 
that true success is found, whether it be 
in the profession of accounting or any 
other field of activity. 


Ohio State University is to be com- 
mended for its initiative in establishing 
an Accounting Hall of Fame and for the 
high criteria of merit so far required for 
election. 


NOTICE TO MEMBERS 


The Institute has received with regret the resignation as executive secretary 
of Mr. Clem L. King who has decided to enter public practice. It is desired to 
appoint Mr. King’s successor as soon as possible and any member of the Institute 
who is interested in applying for the position of executive secretary is invited 
to communicate forthwith with the treasurer, T. A. M. Hutchison, F.C.A., 69 
Bloor Street East, Toronto. All applications will be treated in confidence. 


J. GRANT GLASSCO 
President 














— ppmereonmniel methods in industry 
have during the past fifty years un- 
dergone some profound and far-reaching 
changes. These new ways of managing 
have not arisen because someone has dis- 
covered that there are better methods 
of managing than were previously fol- 
lowed, but, rather, have been developed 
to cope with the radical changes in the 
functioning of business, changes which 
have become necessary because of the in- 
creased volume and complexity of mod- 
ern merchandise. 

Before the turn of the century, most 
consumer products were structurally quite 
simple of fabrication, and were largely 
hand-made with plant and equipment 
that could generally be financed by a 
single individual. Businesses were small 
— generally owner-operated, and served, 
for the most part, the neighbouring com- 
munities only. A man’s qualifications for 
operating a manufacturing business de- 
rived from an intimate knowledge of 
how the product was made — probably 
gained through actual manual experience 
in producing it — the better mouse-trap 
theory of selling took care of sales and 
distributing problems. Under such cir- 
cumstances, all management problems 


Financial Management in Industry--- 
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could be comprehended and disposed of 
by the owner-manager with the aid of a 
bookkeeper, complete with green eye- 
shade, high stool, and letter press, to 
take care of the paper work. 


Modern Business Structure 

Modern merchandise could not be 
manufactured and marketed under such 
methods. 

The capital structure of businesses had 
to change, because it became increasing- 
ly impractical for one man alone to pro- 
vide the equity capital for the expensive 
plant, machinery, and equipment essential 
to the production of merchandise of the 
kind in common use today. And while 
the joint stock company has been a prac- 
tical and satisfactory means of financing 
large companies the introduction of ab- 
sentee owners with varying degrees of 
financial interest in the enterprise has 
created new accounting problems and re- 
quired the maintenance of an accounting 
system which would recognize manage- 
ment’s new status of trustee instead of 
owner. 

Then, too, business has — very re- 
luctantly of course — acquired another 
very demanding partner. While this new 
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partner contributes none of the capital 
and shoulders none of the losses he 
takes over 50% of the profits and is 
most insistent that management maintain 
accounts which will ensure to him his 
various levies. 


Changes in the operating structure of 
a business have come about because of 
the many specialized skills now needed 
in the operation of a single company’s 
production, engineering, industrial rela- 
tions, product research and design, ware- 
housing and shipping, sales, advertising, 
and inventory control. In a large busi- 
ness, each of these business functions will 
likely be sufficiently important, and suf- 
ficiently involved, to merit the full time 
attention of a specialist. In effect these 
specialists form a management team, each 
of them performing tasks and making de- 
cisions which in a small business would 
be the responsibility of the owner-man- 
ager. 


The Management Team 


For their efforts to be effective, as is 
the case with any team, their efforts must 
be coordinated and directed towards a 
common goal. In a free enterprise econ- 
omy, that common goal must continue to 
be, whether the business be large or 
small, profit from operations. The ex- 
pectation of a return on capital is the 
investor’s inducement to finance a busi- 
ness venture, and is the banker’s basis for 
extending credit accommodation. Inves- 
tors and bankers are constitutionally al- 
lergic to unprofitable enterprises, and 
quite rightly so. Let it not be forgotten 
that the earning of a profit is, perhaps, 
an industry’s most important social obli- 
gation, since only out of business profits 
is it possible for business management 
to extend so-called social benefits to its 
employees and the community at large. 

So the making of a profit remains the 
objective of each business, large or 
small. In a large business, however, the 
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end result of a particular line of action 
can be, and frequently is, obscure. Uni- 
lateral action by one member of the man- 
agement team could quite easily be pre- 
judicial to the overall profit objective. 


A good sales manager is an optimist by 
nature, and consequently something of a 
gambler. He is prone to confuse the 
profit objective with that of ever increas- 
ing volume of sales. Perhaps he feels 
that he can secure additional business by 
increasing his sales force. He may think 
that an increase in the number of lines 
of merchandise handled would increase 
sales, or he may seek additional volume 
by offering special discounts. Pursuing 
these purely departmental objectives may 
or may not result in profits for the com- 
pany. 

The manufacturing specialist is like- 
ly to have a keen appreciation of volume 


‘production and, consequently, will be 


greatly attracted to a machine which will 
increase his production. He is very like- 
ly to take for granted that the extra pro- 
duction can be sold readily, especially if 
his present rate of production does not 
quite meet sales requirements. The sit- 
uation is likely to be, however, that the 
potential demand is only five to ten per 
cent greater than the present rate of pro- 
duction — not the fifty or one hundred 
percent that the manufacturing manager 
assumes. As another example, a manu- 
facturing specialist, especially if he has 
engineering training, likely has an ab- 
horrence of imperfections or defects in 
the goods produced. His personal urge 
is to improve the equipment or methods 
— so as to eliminate these imperfec- 
tions. This is all very well, if these 
improvements can be made without add- 
ed cost, but they usually do involve extra 
cost, and frequently the situation is that 
the consumers are not actually disturbed 
by the imperfections and will not pay a 
higher price in order to have them elim- 
inated. 
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The Wherefore of Capital Investment 


With today’s rapid rate of change, the 
question to be answered before embark- 
ing on capital investment is not just: 
will the project pay? To make the 
maximum progress in the shortest pos- 
sible time capital investment must be di- 
rected to those projects which will pay 
the highest rate of return. Probably 
most people would agree that a 10% 
return on invested capital is a very good 
return, but it would be foolish to invest 
capital in a project offering a 10% re- 
turn, if doing so means postponing or 
foregoing an investment which offers a 
20% return. Departmental objectives 
such as those cited, namely increased ca- 
pacity or higher quality, may well show 
a profit, but the even more important 
question is will they show more profit 
than any other way we know of to in- 
vest the money? 


Twentieth century management has 
been confronted with the need to de- 
velop techniques which will eliminate the 
hunch or guess element from decisions 
that must be made either by specialists 
on the management team, or by the senior 
executive of the business. Until the 
evolution of the financial executive, the 
president, by virtue of having no attach- 
ment to a specific business function, was 
the only executive who was sure to take 
an over-all view, and base decisions on 
the final profit of the company. Mem- 
bers of the management group, left to 
their own devices, will be actuated in 
their decisions by motives and standards 
not necessarily related to final profits. 


Basically, the president’s job is to set 
the profit goal for the company, and to 
interpret this goal for each of the man- 
agement groups in terms of standards of 
performance for each department of the 


business. He must also make all overall 
policy decisions, maintain a close liaison 
with each department to follow progress, 
and be constantly prepared to make ad- 
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justments throughout the whole structure, 
to compensate for developments not con- 
templated when standards of perform- 
ance were set. 

It will be quite obvious that even in 
a medium-sized business the president 
could have little hope of discharging the 
responsibilities of his office without an 
organization, to help him coordinate the 
efforts of his operating executives and to 
supply him with the tools of manage- 
ment planning and control for profit. It 
was the need for such an organization, a 
president’s first aid society, that produced 
a new kind of business man, the financial 
executive, generally known in Canada as 
the comptroller. 


Role of the Financial Executive 


The role of financial executive, or the 
comptroller as I shall call him, has been 
a developing one. He has been recruited 
from the accounting branch of business, 
and must have a sound knowledge of 
modern methods of business accounting, 
but there his resemblance to a head 
bookkeeper or chief accountant ceases. 
The comptroller is a diagnostician rather 
than an autopsist (if I may coin a word). 
He is an accessory before, rather than 
after, the business fact. The bookkeeper 
or chief accountant records what has 
happened, the comptroller forecasts the 
financial results of the various business 
possibilities. When decisions have been 
made, he provides the records which 
will show whether the forecasts have 
been correct or wherein the results have 
fallen short of expectations or promises. 
He is a partner in the decisions, not just 
a critic of results. 

As I have already suggested, the status 
of the comptroller has been steadily 
changing. Furthermore, the comptrol- 
ler’s status will change from company to 
company, not so much on account of 
variation in the requirements of different 
businesses, as variations in the character 
and ability of the incumbent of the comp- 
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troller's office. In some companies he 
quite appropriately performs vital man- 
agement functions and is welcomed as a 
valuable part of top management, in 
other companies he permits himself to 
become engulfed in a maze of detail and 
an avalanche of paper work which ob- 
scure his appreciation of cause and ef- 
fect and prevent his participation in top 
management. In such cases, the comp- 
troller is regarded by the operating execu- 
tives as a necessary evil, and some even 
eliminate the adjective when thinking 
of him. 


Accounting System 
a Most Valuable Tool 


While in a large company the comp- 
troller is not, or rather should not, be the 
chief accountant, the accounting system 
will be perhaps his most valuable tool. 
It is the vehicle which permits him to 
assemble and transmit to the president 
information on business operations vital 
to the profitable direction of the com- 
pany’s affairs; he uses the accounting sys- 
tem to convey to the operating executives 
the departmental operational standards 
set by the president; he uses it to direct 
to the attention of operating executives 
weaknesses in their operations and to ex- 
tend an appreciation of the profit motive 
as far down the organization as possible. 


The comptroller is, therefore, respon- 
sible for the efficiency of the system of 
accounting, as distinguished from respon- 
sibility for direction of the system’s op- 
eration. In this connection, he will en- 
deavour to limit the records produced 
to those which can be employed to ad- 
vantage by the operating executives and 
the company president and to those 
which are necessary for the proper ac- 
counting of results to shareholders and 
to the government. An adequate ac- 
counting system cannot remain static any 
more than the business itself can. It 
must be continually overhauled and re- 
vised to meet changing conditions and to 
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provide short or long-term statistics on 
phases of the operations which appear to 
require special or extra attention from 
management. 

The efficient comptroller will not take 
the accountant’s scientific satisfaction out 
of mathematical accuracy. The profit 
consciousness which drives him to search 
out waste in other departments will op- 
erate to prevent over-systematizing and to 
eliminate waste in accounting methods or 
techniques. Approximations are fre- 
quently quite as useful in helping to ap- 
praise a particular business situation, as 
would be arithmetically exact reports, 
and certainly are far less costly to pro- 
duce. A general knowledge of the po- 
tentials of all types of accounting ma- 
chinery is desirable to ensure that vital 
accounting and statistical information is 
collected at minimum cost and as rapidly 
as it can be used by the management 


group. 


Two Aspects of Comptroller’s Service 

There are two main aspects of the 
comptroller’s service to his company, 
namely figure-gathering and figure-an- 
alysis, and on his ability to make the 
distinction depends to a considerable de- 
gree his usefulness in top management 


councils. Sometimes the company will 
not be large enough to afford the ser- 
vices of a highly trained chief account- 
ant, and the work of figure-gathering 
would then be under the direct supervi- 
sion of the comptroller. Where this is 
the situation, the comptroller may lose 
sight of the fact that figures are of very 
little value unless their meaning is ex- 





tracted and translated into language 
which can be understood by operating 
executives. In larger companies the 
comptroller will devote a great deal of 
time to the analysis of records of past 
operations, for the purpose of turning 
up problems of operation which can be 
detected through investigation of ac- 
cumulated historical fact, also for the 
purpose of keeping management inform- 
ed on the effectiveness of their policies 
and the effectiveness with which their 
plans are being executed and to aid man- 
agement in its decisions by projecting the 
effect of alternative courses of action. 


In the sales division, the comptroller 
will help the sales manager evaluate the 
relative ability of his salesmen. He will 
point out declining sales of a particular 
line, merchandise on which the profit 
margin is either higher or lower than 
average, selling expenses out of propor- 


tion to results being produced. He will 
collaborate with the sales manager in 
estimating the advantage, profitwise, of 
adding to or eliminating products, he 
will assist in estimating the overall effect 
on profit of a price increase or price re- 


duction. I’m sure that many account- 
ants have in their professional experi- 
ence seen cases where profits of a com- 
pany have been enhanced and the finan- 
cial position strengthened by the elimin- 
ation of a product or group of products 
from the line; cases where through the 
reduction in the selling price of a prod- 
uct sales have increased and manufactur- 
ing costs have been reduced sufficiently to 
show a healthy overall profit increase. 


In the production end of the business, 
the comptroller can be of invaluable 
assistance to the manager of manufac- 
turing in such matters as determining the 
economical size of a production run, 
whether the advantage to be obtained 
through scrap saving will justify the 
cost of additional production operations 
on a product, whether potential savings 
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in product cost will justify the purchase 
of a new piece of machinery. 


The Budget — an Indispensable Tool 


An indispensable tool of management 
planning is the budget — the financial 
budget and profit budget. 


The preparation of the budget should 
be the responsibility of the comptroller. 
Before it is approved and adopted by 
the president, the profit budget in es- 
sence represents the combined opinion of 
all operating executives of the profits 
which will be earned during the period 
covered by the budget. The sales man- 
ager makes his contribution to the bud- 
get by furnishing the comptroller with 
estimates of sales and expenses. The 
comptroller will review these sales with 
the inventory control manager to deter- 
mine what production will be required 
during the budget period. From this 
estimate of production requirements, 
manufacturing and purchasing schedules 
will be prepared which will form the 
basis of expense and other estimates ré- 
quired in the preparation of the budgets. 


These are but a few of the more im- 
portant sources of information which 
the comptroller will use in preparing the 
budgets. He will, of course, have been 
in consultation with the president at 
various stages of his work. When the 
estimates are all assembled, the presi- 
dent will scrutinize the projected per- 
formance for the budget period and, af- 
ter consultation with the comptroller and 
his operating executives, adopt it as an 
overall management plan, or require new 
estimates to provide what he considers to 
be a more realistic and appropriate task 
for the organization for the budget 
period. These modifications of estimates 
may require reductions or additions of 
staff or other expenses, increased or de- 
creased provision for capital expendi- 
tures, or they may simply require that 
the operators who have submitted them 
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set a higher standard of performance for 
their departments. 


The budget figures finally accepted by 
the president are regarded by him as com- 
mitments from the various department 
executives and each will be judged by 
how closely he lives up to his commit- 
ments. 


It is a responsibility of the comptroller 
to keep the operating executives current- 
ly advised on deviations from budget; 
he may frequently be able to suggest ac- 
tion which will bring performance in 
line with commitments. 


The comptroller must also keep the 
president posted on performance so that 
he may give constant consideration to 
possible deviations from his management 
plan which may prove desirable from 
time to time. 


The Internal Auditor 


An important member of the organi- 
zation built up around the president, and 
not attached to what is commonly re- 
garded as an operating department, is the 
internal auditor. The internal auditor 
works under the direction of the comp- 
troller, and I know of no better way for 
a young chartered accountant, with no 
prior industrial experience, to acquire the 
knowledge essential to his progress to 
management level than to spend a busi- 
ness apprenticeship as an internal auditor 
of a medium or large-sized company. 
His duties in such an organization will be 
very different from those of a sharehold- 
ers’ auditor. While the internal audi- 
tor will perhaps spend a considerable 
amount of time verifying records, the 
records examined will for the most part 
be of a type with which the shareholders’ 
auditor has but fleeting contact, such as 
files of unfilled sales orders, stock rec- 
ords, analyses of labour, cost records. 
And while detection of inaccuracies or 
fraud is one of the purposes of his ex- 
amination, he will be at least equally as 
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concerned with such considerations as 
these: Is this record too elaborate or too 
sketchy for the purpose for which it was 
designed? Is the information provided 
by the record still of value and is it be- 
ing made available to and actually being 
used by operating personnel? Is there 
an excessive amount of non-productive 
labour being incurred in this depart- 
ment — or do there seem to be unusually 
heavy charges for extra operations over 
and above the standard productive op- 
erations specified? In seeking the an- 
swers to these questions and reporting 
questions and conclusions to the comp- 
troller, he helps extend top management 
influence to areas of the business which 
might otherwise be neglected, and at the 
same time he is acquiring a vast store of 
information on plant personnel, equip- 
ment, and methods. 


The internal auditor will, in addition, 
receive special assignments from the 
comptroller which will enlarge his 
knowledge of what makes things tick in 
his company. 


Requisites of the Good Comptroller 


To produce a good comptroller, a 
thorough training in accounting is of 
great value, if not absolutely essential, 
as is a knowledge of company law and 


tax legislation. It is, therefore, natural 
that business should look to the account- 
ing profession for the type of man best 
qualified to staff the comptroller’s de- 
partment. It does not follow, how- 
ever, that every chartered accountant, be 
he ever so successful in the practice of 
his profession, is per se equipped to 
discharge the duties of comptroller in 
a large industrial organization. In fact, 
he may be constitutionally unsuited to the 
work. 


It is true, however, that no technical 
training exposes the trainee more com- 
pletely to the kind of knowledge and ex- 
perience invaluable to a comptroller than 
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does the training for the degree of char- 
ered accountant. The extent to which 
the trainee has availed himself of the 
opportunities afforded by his course of 
training depends to a great extent on 
his character and business inclinations, 
and will determine his fitness to enter 
the industrial field. 


The Practising Accountant 
In conclusion, I will make an observa- 
tion which is becoming increasingly ap- 
parent to business executives. The prac- 
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afford the full time services of a com- 
petent comptroller. Clients are looking 
more and more for guidance from their 
auditors in such matters as improvement 
of the accounting system from an operat- 
ing standpoint as distinguished from the 
security aspect, how to handle their op- 
erations in a manner which will result 
in the minimum tax liability, the location 
of suitable personnel for their account- 
ing and finance departments, what ac- 
counting machinery can be used in their 
business to advantage, and on many other 





tising accountant can, if he will, extend 
valuable assistance in the financial man- 
agement of the affairs of his clients. 
This applies particularly to the affairs of 
smaller companies which are unable to 


business matters foreign to the verifica- 
tion of accounts. I believe that this is a 
healthy development and that business 
and the profession have much to gain 
from this extension of their relations. 


EXAMINATION CANDIDATES PLEASE NOTE! 


The following article was reproduced in the September, 1903, issue of The Secretary’s 
Journal under the title A Quaint Examination: — 

The Mandalay correspondent of the Rangoon Times describes a local divinity examina- 
tion which has to European eyes some odd features. 

There were about one hundred candidates, none of them over thirty years of age. Each 
candidate was provided with a rush mat and a carpet and a little oblong table about a foot high. _ 

An old Burman, with his loongyee tucked up to show the tattoo-marks, went round 
shouting out the regulations. As the time drew near for the commencement of the examina- 
tion there was a beating of drums and a clashing of cymbals, and when this had ceased the 
gentleman called on those who were entering for the highest grade of the examination to 
stand up. Some half a dozen priests responded, received their papers, and sat down. This 
was repeated for those competing in the second and third grades. For the second there were, 
perhaps, a dozen competitors, and the rest were for the third. 

The attitudes assumed by the candidates on receipt of the papers were distinctly curious. 
One would lie on his back, another on his stomach, whilst a third assumed a pose common 
to candidates all the world over, leaning his elbows on his little table and holding his head 
in his hands. Then began the writing of answers, for which purpose they had carefully 
tuled lines on the paper. The wonder is that they could concentrate their ideas on the 
work they had to do, as the barrier round the zayat was crowded with people, priests, 
laymen and women, who made audible remarks about what those candidates who sat near 
were writing. The only thing wanting to complete the picture was a properly constituted 
ring, with half a dozen bookmakers laying the odds. The students did not, however, seem 
to mind the hubbub, and hardly gave a thought to the onlookers. Ten days or so of this, 
at four hours a day, must be rather trying, even to the contemplative priest of Buddha. 

The people, of course, made this examination the occasion for gaining merit by feeding 
the candidates, and cart-loads of provisions of all sorts found their way to the pagoda 
precincts, and Burmans from every quarter went round collecting money to provide the 
competitors with the necessaries of life, and luxuries as well. Rice, curry, fruits, lemonade, 
ice, and all manner of sweetmeats were provided in great quantities, and the priests must 
have had a “real good time”, as far as their bodily comforts were concerned. 


—The Secretary, September, 1953 





The Other Side of the Fence 


By Philip A. Chester, A.C.A. 


The managing director of the oldest trading company in the 
world, himself a chartered accountant, looks at the public accountant 





T° find myself speaking to the Cana- 
dian Institute of Chartered Account- 


ants is for me a unique and rather chas- 
tening experience. About 30 years ago 
I became a member of the English In- 
stitute, having paid for my articles and 
received no pay for three years, thus ap- 
preciating early in life the full implica- 
tions of “The Romance of Commerce” 
and learning how to deal with cold facts, 
letting them get cold, of course, before 
dealing with them. 

Since that time I have been an Ad- 
venturer (not in the manipulative sense) 
and while I was both flattered and hon- 
oured to accept your invitation, when I 
began thinking over what to talk about, 
my feelings were somewhat akin to those 
of Adam when he counted the cost of 
sharing the floating asset of a market 
gardener. 

Nevertheless I have always been proud 
of my A.C.A. and have held a high re- 
gard for our profession and the part it 
has played and should play in the com- 
munity of business, which in its widest 
sense covers the whole field of economic 
affairs. 


Revealing Astigmatic Liability 

In these circumstances I thought I 
might risk discussing our vocation from 
my side of the professional fence and, 
if in doing so, I reveal the astigmatic lia- 
bility of my 30 year environment, you 
have the consolation that it will be 
neither an audited nor a certified state- 
ment. In mentioning this qualification 
I do so because I hope you will appre- 
ciate that my object is only to offer a few 
random thoughts from one who is fond 
of his chosen profession, and also one 
who has enjoyed close and happy rela- 
tions with auditors throughout his busi- 
ness career. 

I would also like to congratulate you 
on the theme of your annual meeting. A 
‘New Look” is always provocative as well 
as stimulating and it is a good idea, every 
now and then, to look at one’s profes- 
sion and see what it is doing to meet the 
future. This I have interpreted as an at- 
tempt to take inventory of the future 
responsibilities of the Institute, because 
the process of change is just as import- 
ant as the results of change. In referring 
to your Institutes in the singular, I do 
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so because I feel strongly that the fu- 
ture strength and authority of the pro- 
fession in Canadian affairs will primarily 
rest with your Canadian Institute. 


The Oldest 

Trading Company in the World 

I am a servant of the oldest trading 
company in the world, which in its life 
of nearly three centuries has enjoyed — 
and suffered — every conceivable experi- 
ence of corporate existence except bank- 
ruptcy, though on one or two occasions 
it has come pretty close even to this. 


Its Charter, granted by Charles II, of 
whom it is told that “he never said a 
foolish thing and never did a wise one’, 
is a remarkable document since it has 
survived many forms of inquiry and 
attack. Another remarkable feature of 
our history is the simplicity of the ac- 
counts during the first two hundred 
years. The company always knew where 
it stood from those simple statements, 
even to the point of not paying a divi- 
dend for one period of 28 years, which 
I may say the shareholders took quite 
calmly. 

It was not until 1866, in fact, that the 
proprietors by resolution called for the 
appointment of a professional auditor, 
but, and this I find most interesting, they 
matched this request by ordering the 
Governor and Committee to appoint a 
shareholders’ auditor at the same time. 
Their first report and accounts, presented 
in 1886, are, in my view, intelligent and 
simple. 

These historical annual statements and 
reports, primitive as we might regard 
them today, had the supreme virtue of 
being readily understood by proprietors 
— a term which incidentally conveys 
much more adequately the proper rela- 
tion of shareholders to corporations. 


The Birth of Modern Accounts 
Whether it was a case of growing con- 


fidence on the part of our first profes- 
sional auditor, or the accumulated in- 
fluence of the birth of company law, 
modern taxation, and the Institutes of 
Chartered Accountants, there began about 
80 years ago an era of highly technical 
annual accounts, to the layman that is. 
Nevertheless these last 80 years have 
witnessed an astonishing revolution in 
the science of accounting, to which the 
Institutes have made an important con- 
tribution, evidenced in no disputable 
manner by their growth. Accounting, 
always necessary in business however 
primitive, is now a vital service to our 
complex economic life. 


Other Developments 

Other developments of importance to 
our profession have been the growth of 
public companies bringing into being 
professional management, which among 
other things has indirectly contributed 
largely to the increase in the number of 
so-called non-professional members of 
the Institute. 


These and many other factors should” 


be taken into account in any discussion 
of the future of the profession and al- 
ready there has been much stimulating 
debate about their implications within the 
various Institutes, both in Canada and 
elsewhere. 

Naturally enough, any opinions I 
might have on these subjects are from 
a corporate point of view, so I am sure 
you will understand the marked limita- 
tions of personal reflections from my 
side of the fence, which refer only to 
the future relationship between corpora- 
tions and the profession. My contacts 
with the profession are spasmodic and 
for you may be unduly tinged by my 
British associations and their require- 
ments; however, as I am subjected to 
Canadian, English, and American audi- 
tors, I have, among other things, a nice 
appreciation of their comfortable posi- 
tion. 
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Three Interlocking Questions 

Three interlocking questions seem to 
me to be of paramount importance in 
any attempt to assess the future. 

1. What will be the position of auditors 
in the years ahead? 

2. What will corporations require of the 
profession ? 

3. How best can we train the future 
articled clerk? 

It has been said recently with a ra- 
ther grim wit that statutes are the text- 
books of auditors, an indication that au- 
ditors may be more concerned with the 
letter of the law than with their respon- 
sibilities to their clients — the share- 
holders. To me law is largely concerned 
with the rights of persons over things, 
and in seeking to protect shareholders 
of companies there inevitably follows an 
increasing degree of inflexibility which 
I am inclined to think may become detri- 
mental to the very interests it sets out to 
protect. 

Then again, this legal protection can 
tend to over-emphasize the profession’s 
responsibility for policing against fraud, 
and however necessary this might be, I 
am not prepared to accept the premise 
that thieves and crooks perform an in- 
dispensable service in supporting the 
need for auditors, even though the con- 
tinuous refinement of the practices of 
these gentry with shareholders of com- 
panies could eventually involve the pro- 
fessional auditor to a greater degree than 
at present. 

It may be that the ingredients of law 
and policing have given rise to a tend- 
ency on the part of management to re- 
gard auditors as an inconvenient neces- 
sity, and in view of all the developments 
and changes within corporations, I ask 
the question if auditors of public com- 
panies cannot make a more positive con- 
tribution in the future, or if this tech- 
nique has become an end in itself instead 
of a means to an end. 


Mr Philip A. Chester, A.C.A. was 
admitted to the Institute of Chart- 
ered Accountants in England and 
Wales in 1923. He is managing 
director of the Hudson’s Bay 
Company, Winnipeg. 


Auditors’ 
Accountability to Shareholders 
Irrespective of statutory requirements, 
the employment of outside auditors by 
public companies is an accepted practice 
and it is a good one, so long as the 
auditors do not lose sight of the fact 
that they share with directors and man- 
agement the serious responsibility for 
making an accounting to shareholders at 

regular intervals. 


The form of this accountability to 
shareholders is already a subject of lively 
debate, and naturally so, since the owner- 
ship of shares is now pretty well univer- 
sal and is even being extended to em- 
ployees of companies to reinforce their 
sense of partnership. 


As the type of shareholders has chang- 
ed, so are we seeing changes in the 
character of reporting to them. The 
thirst of the shareholders of today and 
tomorrow for accounts and information 
which they can understand without pro- 
fessional interpretation is a natural one. 
It will never be satisfied or defined by 
statutes, nor for that matter will it be 
quenched by a legally unassailable cer- 
tificate. To the best of my knowledge 
and belief (a clause you are all fami- 
liar with) I am making a good speech, 
an assurance you will undoubtedly not 
accept and which proves nothing. While 
it may protect the auditor, if he wants 
protection, where that protection starts 
or stops is a nice point. I wonder if it 
comforts the shareholder. 


Auditors, directors, and professional 
management serve the same master and to 
me they hang together if they fail in 
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their stewardship, with all which this im- 
plies. They must comply with the law, 
although no law will ever determine ade- 
quately their duties to shareholders which 
they share together and not independ- 
ently. 


Era of Interpretation 


Many companies have already done a 
great deal along these lines, and there 
is such a definite evolution taking place 
in this form of accounting that I think 
we are entering upon an era of interp- 
retation because shareholders want it and 
in my view should receive it. 


These trends raise the question whether 
the audit of public companies is to be- 
come more and more perfunctory and 
confined to the so-called statutory duties 
which boil down to policing directors and 
management and which, to my mind, is 
negative and behind the times, or whether 
the auditor can make a more positive 
contribution within these changing con- 
cepts of responsibility to shareholders. 
In earlier days auditors shared in the 
accounting work and in the preparation 
of the annual accounts, but this is now 
done by the company and is an integral 
part of the accountancy system because 
a business today must always have the 
facts before it. 

This system of accounting is to me all- 
embracing and, while the advances in ac- 
counting techniques do not lend them- 
selves to easily labelled divisions, all are 
part of the system of accounts which is 
vital to directors and management. 


And these accounts are an essential 
and continuous service to report, to con- 
trol, to present facts, to guide decision 
and direction, and to disclose weaknesses, 
failures, and even malfeasance. 


With accounts of this character it is 
not surprising that in the audit of many 
companies the auditor naturally takes a 
great deal on faith. 
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Business Leads the Profession 


I also suggest that these developments 
in the science of accounting have largely 
been made by business itself and that 
business may well be ahead of the pro- 
fessionals in this important field, not- 
withstanding the fact that many of the 
leaders in it are in your so-called non- 
professional class. 


There is also no doubt that mechanical 
developments in the future will continue 
to revolutionize accounts and probably 
auditing practices. As all business should 
always be on the alert for more efficient 
ways of doing things I am suggesting 
that the science of accounting is also once 
again your most important question be- 
cause business and particularly industry 
needs every source and skill to keep it 
efficient. 


To do this effectively will require a 
much greater concentration upon the 
science of accounting, which I think will 
also call for a much closer liaison be- 
tween the Institute and other professional 
bodies of accountants in the world, and,- 
most important of all, must embrace non- 
practising accountants too. This, I think, 
should be a responsibility of the Council 
of the Institute which is above competi- 
tive considerations. Only in this way 
can the practical knowledge of the non- 
professional be joined with the expert- 
ness of the practising accountant to pro- 
vide the emphasis I feel should be given 
to my premise that the words “chartered 
accountant” cover all phases of account- 
ing. 

These suggestions for getting closer to 
both shareholders and management may 
be quite a new conception of your re- 
sponsibilities to shareholders and may 
be impracticable, yet I do believe they 
are worth considering during the pro- 
cess of change within your professional 
ranks, which I think has already started. 


No other profession has such a wide 














knowledge of the way in which business 
is conducted or is better equipped to fore- 
see development or changes in methods 
of accounting through its wide network 
of practising and non-practising chart- 
ered accountants. I realize that already, 
and it will be more so in the future, the 
science of accounting covers a tremend- 
ous field and that specialization within it 
is inevitable. Yet the same thing has 
also occurred in other professions with- 
in which consultation with specialists is 
recommended and readily accepted and 
there is already plenty of evidence of a 
similar development in our profession 
in the United States. 


A general practitioner is an essential 
part of the medical profession and one 
of his important functions, as I under- 
stand it, is to diagnose trouble and re- 
commend the specialist. It does not seem 
to me that this attitude has been suf- 
ficiently developed in our profession in 
this country. 

I have mentioned specialization. Tax- 
ation is an obvious must for the profes- 
sion, in spite of the fact that in Can- 
ada it appears to have become rather a 
lush field for a number of experts har- 
vesting profitably the crop of tangled 
verbiage, of which the Income Tax Act 
of 1948 is a classic example. Obscurity 
is sO unnecessary and so negative that 
getting rid of it is the only positive 
course for any profession. 


However, there are healthy signs, evi- 
denced by the Tax Foundation, of a 
welcome willingness on the part of gov- 
ernments to recognize that it is in the 
public interest to seek the assistance and 
advice of those in a position to see at 
first hand the effects of rules and regula- 
tions relating to the taxation of profits. 


A Revolutionary Taxation Principle 

Here, I believe, your Canadian Insti- 
tute can accord a signal and dispassionate 
service in many ways, one of which can 
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be that simplicity replace ambiguity — a 
revolutionary principle which might some 
day reach the eyes and ears of those who 
frame sales taxes, customs regulations, 
and freight rate schedules, all of which 
today are a heavy charge upon business. 

What I object to is not what these 
laws and regulations set out to do, but 
to the unnecessary infliction of archaic 
methods of computation, unintelligible 
text, and the expense of trying to interp- 
ret and meet their requirements. 

In this connection may I suggest that 
the interpretation of all statutes and regu- 
lations affecting the cost of doing busi- 
ness could be a service of your Institute, 
as well as a field for specialists, for in 
the aggregate these charges are just as 
important to many companies as taxa- 
tion. I would like to see applied to 
these costs the same diligent ingenuity as 
we apply to taxation. 

Accounting in some form is common 
to all societies and essential to the eco- 
nomic life of every community. It is not 
placing too high a value upon the ser- 
vices we render as a profession to sug- 
gest that without the accountant it would 
not be possible to organize the complex 
economic and business structure which 
you see around you today. But to do 
this efficiently we must have as a pro- 
fession not only a more positive attitude 
towards our professional functions but 
also the up-to-date information upon 
which to base the judgments we will be 
called upon to make. 


Adequacy of Present Training 


The assistance which the profession 
can give to business is both positive and 
imaginative. I have suggested that the 
science of accounting is your most im- 
portant function and this inevitably leads 
me to ask you as a profession if the 
type of training being provided the 
young student accountant is appropriate 
to the kind of responsibility which the 
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profession will have to carry in the fu- 
ture. It seems clear that the majority 
of young qualified accountants will have 
to find employment outside the so-called 
professional ranks and only we can de- 
termine whether the training they are 
to be given is to be better than that 
provided by other institutions, including 
business itself. Obviously the degree of 
competence and of specialization of fu- 
ture accountants will continue to vary 
tremendously as does the whole range of 
human nature and natural instincts, yet 
the requirements of the future cover so 
many categories in accounting technique 
that I suggest a broadening of training to 
include these special and related fields 
is required to ensure the continued 
growth of your Institute. 

I do not claim for members of the In- 
stitutes any higher degree of ability or 
intelligence than is possessed by other 
professions but I do claim that the na- 
ture and variety of their work qualify 
them for service of a unique character 
and that the training of a chartered ac- 
countant has been and should continue 
to be a practical one for the making of 
a man of commerce and of affairs. 

The high standard of conduct and 
ethics demanded by your Institutes has 
made a far greater contribution to corp- 
orate existence than any legislation in this 
or any other country. Responsibility is 
the very basis of our profession; we can 
never get either a sense of responsibility 
or the virtue of courage from statutes or 
text books; we catch them from respon- 
sible and courageous people. 


And even as the profession grows, such 
qualities can serve to leaven public and 
corporate life and, in guarding them, 
you can render conspicuous service to 
Canada. 


For the sake of brevity I have used 
rather a loose, conjectural form in my 
remarks, yet the one recurring theme 
which holds my reflections together is a 
conviction that the questions they raise 
are of importance to the future of our 
profession. 


Bad Example and Good Advice 


Sharing my experience is a comfort- 
able thing, as is forming judgments 
without having the responsibility of act- 
ing upon them. May I take refuge in 
the old saying that when a man gets too 
old to set a bad example, he takes to 
giving good advice, a pleasant enough 
occupation in its way, but one which 
often imposes an intolerable strain up- 
on his hearers. 


In conclusion I must tell you that your 


Council suggested I should talk about” 


some aspect of business in Canada. If 
in talking about our profession I have 
trespassed upon your hospitality, I have 
done so solely because of the great debt 
I owe for the education and training I 
received when serving my articles. They 
were the best investment I could ever 
have made and I have the keenest desire 
to see the profession continue to make 
the very notable contribution it has al- 
ready made to our society. 
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Conducting an Auditing 
Practice---Today and Tomorrow 


By George S. Currie, C.A. 


The auditor’s role is an 
ever-expanding one, says one of Canada’s foremost auditors 





er accounting of a sort is 
as old as civilization itself, audit- 
ing as a development of accounting and 
as a profession is a product of the 
nineteenth century. 


Origins of the Auditor 


It is generally accepted that the pro- 
fession of the public acountant as it 
exists today originated in Great Bri- 
tain where as a profession it was first 
recognized in 1854. The investment 
of British capital in Canadian enter- 
prise was considerable at the beginning 
of this century and the British practi- 
tioners followed British capital. They 
recruited their staffs of apprentices from 
the native Canadian population and we 
owe a great deal to these pioneers of 
the profession in Canada for the high 
standards set and for the conscientious 
and thorough manner in which they 
trained their employees and laid firm 
foundations for the development of the 
profession in Canada. They pretty 
well dominated the profession prior to 
the first World War but gradually 
some, at least, of the Canadians whom 
they had trained broke away from their 
teachers and set up in business for 


themselves. In a young and growing 
country like Canada there were ample 
opportunities for success. 

In the early days of the auditing 
practice in Canada, the professional ac- 
countant was largely concerned with 
the verification of the accuracy of the 
accounts of the client and the submis- 
sion of his report thereon. What we 
now refer to as a detailed audit was 
then the common practice. In fact, 
they were checkers and verifiers and 
the public often had the impression 
that they were detectives looking for 
fraud. 


Development of Accounting Standards 


The country grew rapidly in eco- 
nomic strength, and commercial under- 
taking expanded vastly. It became im- 
possible for the auditor to carry out 
his work in detail. As the volume of 
business grew, accounting practices and 
principles were greatly improved which 
led to improvements in the all-round 
standards of accounting. For the audi- 
tor, questions of principle took first 
place and tests rather than detailed 
checking assumed greater importance. 
Close attention was paid to audit pro- 
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grammes which were kept constantly 
under review. Many points of audit 
which were essential fifty years ago are 
unnecessary today because of the differ- 
ent methods of bookkeeping which 
have developed since then. Not only 
did the affairs of industry become more 
complicated and involved but their ac- 
tivities became more widespread. This 
all tended to make the work of the 
auditor more remote from detail than 
in the past. As one authority has put 
it — “We shall reach the stage when 
the auditor, as we understand him to- 
day, will become the auditor of policy 
and principle. In shaping his certifi- 
cate he will take into account his view 
of the functions — and the audit pro- 
gram — of the internal auditor, whose 
duty it will be to ensure the verity of 
the internal and day-to-day transactions 
of the business.” 


Specialization 


As has happened in most professions, 
particularly of course in medicine, 
specialization in various fields has de- 
veloped in our profession. 


The auditor may undertake an au- 
dit of management and set up the 
basis for measuring the standard of ef- 
ficiency in comparison with similar 
standards in other units and trades. 


He may make a special study and 
report upon the finance and financial 
administration of an undertaking. Here 
he fulfils a function somewhere in be- 
tween the banker, the broker, the under- 
writer, the institutional lender, the law- 
yer, and the economist. He may act as 
an intermediary in the purchase of a 
business. 


It is becoming more and more the 
practice to appoint acountants to the 
Boards of public and private compan- 
ies. They bring to the Board meetings 
their knowledge of finance and wide 
experience in industry and commerce. 


Accountants are frequently appointed 
executors and trustees. 


The certification of profits for pros- 
pectuses is another important part of 
the accountant’s duties. This work has 
developed immensely as a result of the 
expansion of the country and _ the 
broadening of its industrial and finan- 
cial markets. 


In the field of taxation the account- 
ant has his special role to play and 
many accountants have become special- 
ists in this important field. To be out- 
standing at it requires full time and 
attention on the part of the account- 
ant. Not only does this include in- 
come tax work but also sales tax, suc- 
cession duties, and estate and tax plan- 
ning. 

The contribution which may be made 
by the accountant, as a member of gov- 
ernment commissions and regulating 
bodies is being increasingly recognized. 


Management Auditing 


Many firms specialize in what is 
called management accounting. Their 
services include the installation of sys- 
tems and the planning of an organi- 
zation. This branch of our work is 
now, at the present time, perhaps the 
greatest challenge and opportunity to 
the trained accountant. Quite frequently 
what is termed a “management audit” 
is undertaken by the professional ac- 
countant. This concept of our work, 
although receiving more emphasis 
than ever before, is not a new idea. I 
quote a definition of “An Industrial 
Audit” from a paper published more 
than 33 years ago: 

“The industrial audit is much more 
than a financial audit. It is distinctly 
a management service. It reviews the 
financial and industrial situation of a 
business, and recommends better meth- 
ods and more profitable policies. It 
not only determines the present worth 
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of the business, but the earning power 
of its assets. It states not only the 
actual earnings from past operations, 
but forecasts its probable future earn- 
ings. It not only states the past profits, 
but analyzes the transactions and op- 
erations that produced the profits. It 
points out where and how sales can be 
improved and operating costs reduced. 
It shows what lies ahead of the busi- 
ness by revealing its present trend. 
Still more important, however, the in- 
dustrial audit points out clearly where 
and how the present trend can be 
altered and improved to further de- 
velop and stabilize the business.” 

In this type of work it has becom; 
increasingly important for the account- 
ant to be intimately associated with 
management planning and to thor- 
oughly understand the problems facing 
the executives. His function is to 
evaluate the effect of the plans made 
by management in terms of future costs 
and income. The form and context of 
his report following an assignment of 
this nature takes on a different char- 
acter from that normally used. Plans 
of management must be translated in- 
to budgets and budgets broken down 
to give targets to various levels in the 
chain of managerial responsibility. The 
information supplied in budgets or 
forecasts will serve two purposes, one 
to assist management in planning and 
the other to supply a measure for con- 
trol. The accountant must take infinite 
pains to present his information in 
such a form as will suit the purpose 
and in such a manner as to be clearly 
understood by all those who are to 
make use of it. The orthodox state- 
ments of figures can be supplemented 
by judicious use of graphs, charts, and 
even pictures where applicable. To 
be competent to undertake this class of 
work requires special skills, experience 
and training on the part of the pro- 
fessional accountant. 
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the Minister of National Defence. 
In 1952 he headed the well- 
known investigation of fraud in 
the Canadian Army. 





A Lost Opportunity 


Some would criticize — and do criti- 
cize — the professional accountant for 
entering this “management consultant” 
field which of necessity sometimes in- 
cludes the supervision and direction of 
engineers and other experts whose ed- 
ucational training and technical ex- 
perience differ from his own. It seems 
almost obvious, however, that account- 
ants, through stubbornly sticking to 
their traditional role, have lost an op- 
portunity which is shown by the great 
growth of management consultant 
work, a large proportion of which the 
chartered accountant is capable of do- 
ing and should be performing. 


Some of our ancestors in our profes- 
sion visualized the future role of the 
accountant more clearly than others, as 
may be noted from the following 
excerpt from ‘The Accountants Maga- 
zine” (Edinburgh) dated January 1897. 

“The discussion of the many subjects 
pertaining to an accountant’s business 
necessarily leads us into the domain of 
law, commerce, actuarial science, fi- 
nance, and political economy. Our at- 
titude to those subjects will be similar 
to that of all good accountants, viz., 
familiarity with practical law without 
being lawyers; intimate knowledge of 
the practices of commerce though not 
merchants; skill in computation while 
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not professional actuaries; and intelli- 
_ gent interest in monetary and economic 
questions without claiming to be finan- 
ciers or political economists.” 


Investigations and Surveys 


There is the very wide and important 
field in that of investigations and sur- 
veys. Broadly speaking, under this 
heading could be included all the work 
performed by the professional account- 
ant with the exception of that basic 
part of his work commonly described 
as “regular audit work”. 

As an investigator the accountant 
must seek information from sources 
other than the accounting records. It 
may be necessary for him to make ex- 
tensive use of statistical information 
obtained from government reports on 
commercial activity, national income, 
sales and excise tax receipts and cus- 
toms duties collected. He may have to 
examine plant production records, mar- 
ket analyses, economic forecasts, and 
even weather reports. In one investi- 
gation into the financial affairs of a 
large industrial company in Canada, 
one accountant made the somewhat 
revolutionary remark, “Let us not con- 
fuse ourselves by looking at the 
books.” To be successful in this branch 
of our professional activity, unusual 
qualities of imagination and resource- 
fulness are needed. The practical re- 
sults of this work are recognized in the 
form of savings, improved operations, 
and better techniques. In consequence, 
some of this special work is sometimes 
described as constructive accounting, in- 
dicating the positive creative role of 
the accountant. In the past, the ac- 
countant has tended to be a critic and 
fact finder and to some extent an in- 
terpreter. Now, however, he is being 
asked to fill a more constructive and 
executive position in business life. 

In the drive for reduced costs the use 
of mechanized bookkeeping has be- 
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come the practice and no longer the 
exception. It behooves our profession 
to study and understand the possibili- 
ties of this mechanized equipment. 


Doctor of Sick Business 

Finally, I come to a service which, 
according to some historians, was the 
first offered to the public by a profes- 
sional accountant and that is as a busi- 
ness consultant or business doctor in 
the case of sick companies. It is inter- 
esting to recall that in England the ac- 
counting profession grew to strength 
in the shadow of the Bankruptcy Courts 
and throve on commercial failure and 
even wrongdoing. Taking as my au- 
thority Mr. G. F. Saunders, F.C.A., “At 
one time accountants appear to have de- 
scribed themselves as writing masters and 
practitioners in mathematics who adver- 
tised their willingness to rectify accounts 
or books gone into disorder.” An early 
instance of the appointment of a profes- 
sional accountant was at the time of the 
South Sea Bubble where he was em- 
ployed to wind up the affairs of a fi- 
nancial house. 


In Canada, the growth of the pro- 
fession followed a similar pattern. 
Many of the original old established 
firms in Canada, largely branches of 
English firms, did not accept bank- 
ruptcy work but the newly created 
firms were glad to accept assignments 
from people in financial distress. Many 
were saved but the business of being 
a doctor to sick companies and the fi- 
nancial adviser to small newly formed 
enterprises in Canada laid the founda- 
tion for many of our present day suc- 
cessful local partnerships. 


There can be little doubt but that the 
present trend of the profession is away 
from stereotyped auditing and towards 
a requirement for a more constructive 
attitude in all areas, including more 
specialized knowledge. Accountancy 











has now become widely accepted as the 
profession of business. I do not sup- 
pose that the demand is generally a 
conscious one, but rather that the busi- 
nessman is impatient with the account- 
ant or auditor who never looks for- 
ward but only backwards. Historical 
accounting and formal auditing natur- 
ally have their place and they are the 
bread and butter of our profession, but 
the businessman wants to make money 
and he wants to make progress. The 
accountant who helps him to achieve 
the latter makes an important contri- 
bution to the former. 


It is important that we recognize these 
current trends. The technique of ac- 
counting in both a theoretical and mech- 
anical sense has developed a lot in the 
past twenty years and indeed in the past 
decade. Not only have new methods 
been developed and machine accounting 
come into its own, but in our own coun- 
try the growth of industry has been so 
great that the need for accounting 
methods and control on a scientific mass 
production basis has emerged. If we do 
not adapt ourselves to these new con- 
cepts at least as rapidly as they take place, 
but rather adhere to the methods of by- 
gone years, we will not maintain our 
place in the business community. It is 
not hard to see that this would have a 
stultifying effect on the younger men in 
the profession. In fact, one of our main 
concerns in recent years has been the 
problem of recruiting good personnel 
and we all know that one of the reasons 
for this is the lack of so-called glamour 
in the profession. I have tried to indi- 
cate ways of correcting this impression. 


Organization of the Professional Office 


I now propose to discuss in more in- 
timate detail that part of my subject 
which has to do with the organization 
and administration of the office and 
business of a professional accountant. 
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Personnel 


That which is of primary and of most 
importance is the selection of personnel. 
By and large, better results are obtained 
from the recruitment of well-educated 
men, preferably university graduates. 
This policy is becoming more and more 
the practice as the profession develops 
and as a greater and greater proportion 
of our young people attend university. 
In industry it has come to be recognized 
that specialized or technical training is 
not the best background for managerial 
personnel. This principle would seem to 
apply in a considerable degree to our 
profession; if we can attract men with 
good minds we can very easily teach them 
the techniques. 


After we have recruited our young 
men, we should take the greatest pains 
to encourage them by a liberal policy of 
admitting them to partnership. Whether 
this policy can be continued indefinitely 
is of course debatable but there is cer- 
tainly no doubt that it has provided a 
great incentive for growth. The impo- 
sition of responsibility develops a young 
man very rapidly. 


Importance of Morale 

Great attention must be constantly paid 
to building up and maintaining a state 
of high morale amongst the staff. The 
experience and practice in industry can 
profitably be emulated here. It can be 
demonstrated that, within reasonable 
limits, remuneration is not the most im- 
portant factor in attracting staff and in 
getting good results. This policy of 
creating and maintaining high morale 
should include— 


1. Encouragement in studies. This can 
be implemented by providing a suit- 
able person selected from the senior 
qualified staff to act as an education- 
al guiding counsellor on a very con- 
fidential and personal basis; by pro- 
viding office lectures and by allow- 
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ing reasonably generous time off for 
studies and for preparation for exam- 
inations. 


Limiting overtime work by planning 
and the provision of adequate staff. 


The use of the group organization 
system for staff; this ensures a closer 
relationship between staff and part- 
ners and introduces a spirit of friend- 
ly competition. 

General staff meetings either for dis- 
cussion of professional matters or for 
recreation such as conferences and 
sports competitions. 

Acquainting all members of your 
staff, within reason, with what is go- 
ing on in the firm. There are few 
better stimulants to morale than be- 
ing kept “in the picture”. 

Being constantly alert to any signs 
of discontent and dealing promptly 
and firmly with any injustices that 
arise. 


Informing each member of the staff 
that his performance is appraised at 
regular intervals, at which time con- 
sideration is given to salary adjust- 
ments. 

Each member of the staff being kept 
fully informed as to the policy of the 
firm in regard to holidays, sick leave, 
staff benefits, financial assistance in 
payment of educational fees, examina- 
tion fees, membership fees, Blue 
Cross contributions, etc. 

Provision of a manual containing full 
information and instructions in re- 
gard to the firm’s policies and pro- 
cedures in the performance of the 
work. A manual assists in standard- 
ization and uniformity of methods 
within the firm which is essential to- 
wards establishing a good reputation 
amongst clientele. It should contain 
all the answers not only for audit and 
accounting procedures but also for 
internal office administration. All 
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members of the staff must be encour- 

aged to read, understand, and apply 

the manual. 

I have laid great emphasis on the 
selection, training, and treatment of the 
staff, and I think rightly so. They are 
the representatives of the firm on the 
firing line and, to a large extent, the 
client appraises the work of the auditor 
by observing the conduct of the members 
of the staff on the job. 


Partners and Their Responsibilities 


Having dealt with policies regarding 
staff, let me conclude with a few, per- 
haps personal, remarks regarding part- 
ners and their responsibilities. 

Members of our profession should 
participate in public affairs of one sort 
or another. This includes participation 
in business and professional groups as 
well as in politics. They should also 
do their share in the promotion of worthy 
causes. 


It should be a policy to achieve a high- 
er standard of work than would be suf- 
ficient to satisfy legal requirements as 
to the duty of an auditor or to comply 
with current practice as generally 
adopted. 


Insist upon a professional approach 
to all work. By this is meant, amongst 
other things, do the best possible job 
regardless of the remuneration involved 
or the size or importance of the client. 
Also, it means devoting one’s life work 
to the profession as such without the dis- 
traction of deals, ownership of outside 
businesses, speculation in the stock mar- 
ket, or even personal hobbies inconsistent 
with proper attention to clients. Main- 
tain intellectual honesty and an inde- 
pendent mental approach in all matters. 
This includes a proper loyalty to the in- 
terests of clients, avoidance of conflict 
of interests, refusal to compromise on im- 
portant matters of principle and telling 
the client what he should hear rather 
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than what he may want to hear. Make 
a conscientious effort to acquire the re- 
quisite professional competence to carry 
out the services which are offered and, 
conversely, do not offer services which 
one is not qualified to perform. When 
one offers one’s services to the public 
as a professional accountant and auditor 
the public is entitled to assume that one 
has acquired, through experience and 
training, peculiar or specialized skills in 
a field where the reputation for a high 
degree of competence has long since been 
established. If you have not the re- 
quisite skill and training to perform the 
work you have undertaken, you commit 
a species of fraud upon everyone who 
employs you. 

As the business of a professional ac- 
counting firm grows, a need arises for 
specialization. We are working in fields 
of activity never dreamed of years ago 
and it has become just impossible for 
any one man to be an expert in all of 
these fields. The best example is in the 
income tax field. It is important, there- 
fore, to recognize in our staff and indeed 
in our partners, any peculiarly special 
qualifications which should be developed 
towards specialization in a chosen field. 


Professional Conduct 


Each of our Institutes, directly or in- 
directly, has adopted its own code of 
ethics. These codes constitute rules of 
professional conduct, and each and every 
member of our profession should accept 
and abide by these rules as a minimum 
standard. In time it is to be hoped that 
we shall have a uniform code applying to 
the whole of Canada. The C.P.A. 
Handbook states in part, “The real mean- 
ing of codes of ethics is found not in 
their words but in their spirit; in this 
concept, the entire ethical obligation is 
expressed simply and adequately in the 
Golden Rule.” 

The professional accountant must have 
education and culture sufficient to share 
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the interests of professional persons, in- 
cluding university professors and senior 
executives. He must have the ability to 
express himself orally and in writing as 
is fitting to any man who is a member 
of a profession. 


Attributes of 
the Professional Accountant 
There are even more personal quali- 
fications or attributes which contribute to 
the perfect professional accountant. They 
include— 

1. A warm loyalty to his partners and 
staff and a keen desire to advance the 
interests of the firm. 

Judgment — the ability to distinguish 
between fact and fancy — the ca- 
pacity to analyze — to assess rela- 
tive importance. 

Caution bred from experience. Suf- 
ficient imagination to recognize such 
dangers as giving verbal opinions on 
taxes without again reading the text 
and to appreciate the necessity for 
re-checking all figures; the desire to 
confer on difficult matters. 

Sympathy — a liking for others and 
a willingness to assume their cares— 
even without compensation. 
Self-confidence arising from com- 
petence, capable of taking a position 
on any professional matter without 
equivocation but after careful con- 
sideration. 

Ambition — sufficient to reach for 
additional responsibilities and bur- 
dens even though fully occupied. 
Strength — sufficient energy to match 
the ambition for the present and some 
future time. 

Studiousness — only to the point of 
taking advantage of the knowledge 
and experience of others as set forth 
in the texts, and of keeping abreast 
of current professional matters. 
Personality — stability of character 
coupled with a light touch in dealing 
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with others — an unfailing sense of 
humour. 


10. Leadership and all it implies. 


The Qualities that Lead to Success 

In conclusion, in order to emphasize, 
I repeat in summary the qualifications 
which lead to success— 

The vision, energy, health, enthusi- 
asm and capacity to undertake any as- 
signment at any time regardless of per- 
sonal inconvenience and sacrifice. 

The capacity and willingness to lead 
and develop younger men, in order to en- 
sure that your firm will have continuity 
of leadership. 

The recognition that the welfare and 
progress of your firm depends upon the 
partners working together, with no self- 
ish motive or desire for petsonal ad- 
vancement at the expense of the reputa- 
tion of the firm. 

The capacity to meet, on terms of 
equality, people at every social and eco- 
nomic level and to show a sincere inter- 
est in their problems; the ability and 
integrity to give sound advice in any 
situation no matter how difficult. 

Hard work — success depends 90% 
on perspiration and 10% on inspiration. 
Apropos this last and most important 
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item, I quote from the writing of Doro- 
thy Canfield Fisher who said in refer- 
ring to success in an especial achieve- 
ment ... “the acquiring and practising 
of every skill depends on the ability to 
endure without impatience long stretches 
of monotonous hard work. People with- 
out that ability never learn to be more 
than inept amateurs.” 


Tomorrow 


As for tomorrow — it would not be 
assuming too rashly the mantle of a 
prophet to predict that the profession 
will continue the progress of the past 
two decades and in the same direction. 
After all, it is still a young profession in 
comparison with law and medicine but 
it is reaching maturity in various ways, 
including being ‘‘closed” in certain juris- 
dictions and in proposals to make a 
university degree a prerequisite in others. 
On the practical side, improved methods 
and techniques and the development of 
mechanical accounting are already re- 
moving much of the drudgery for the 
junior accountant, and we can even now 
look forward to the day when close ac- 
counting control will reach near perfec- 
tion through collaboration with electronic 
engineers. 


PHOTOGRAPHS OF THE 1954 ANNUAL CONFERENCE 
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Copies of any of the photographs appearing in this issue 
may be obtained by writing to the Editor and specifying 
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available at $1 each. An invoice will be sent when the 
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Planning for Profits 


By Frank S. Capon, C.A. 


Chance can be minimized if management is 
provided with the best information at the right time 





persone management in business 

is necessarily based on sound plan- 
ning, whether the business is large or 
small. For business today is based on 
the principle of perpetual existence — it 
is established with the hope and expec- 
tation that it will go on forever. We can 
live for a time by intuition — some can 
live longer than others trusting to luck 
rather than judgment — but we all 
know that the only real possibility of suc- 
cess in our lives lies in careful planning 
to aid reasoned decisions. 


Profit as a Criterion of 
Sound Business Administration 

It is an oversimplification to say that 
business exists for the sake of earning 
a profit. Business men generally con- 
cede that they have great and pressing 
responsibilties to consumers, to workers, 
and to the public, as well as to owners. 
However, as a general rule, the earning 
of a reasonable profit is a good test of 
whether business is successful, for the 
earning of a profit usually shows that 
management has carried out its responsi- 
bilities efficiently and also that a public 
need has been met. Conversely, the lack 
of profit frequently shows that manage- 


ment is inefficient or that capital (and 
thus the nation’s economic wealth) is 
being squandered to produce goods for 
which there is not effective demand. 


There was a time when management 
waited patiently for the accountant to 
close his books before financial results 
were known, and only after the figures 
were compiled did management attempt 
to correct the errors brought forth in the 
statements. The accounting process is 
necessarily too slow for this purpose. The 
probability of profit should be known 
before operations begin. If the possi- 
bility of loss is recognized, corrective 
steps can be taken in time to ensure a 
profit or even to stop the undertaking 
before foreseeable losses wreck the busi- 
ness. 


Planning for profits is therefore an in- 
tegral part of business administration. 
Success can seldom be assured, but ele- 
ments of chance can be reduced to a 
minimum if management is provided 
with the best information at the right 
time. Experience has shown that busi- 
ness planning is best accomplished by the 
adoption of a regular schedule of fore- 
casts and estimates — that is, that plan- 
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ning should become a habit, with plans 
being constantly reviewed and revised to 
meet changing conditions. 


The Accountant’s Task 


The accountant in business is not the 
master planner — that task usually falls 
upon a small group of top executives, in- 
cluding the financial or accounting of- 
ficer. However, it is normally the task 
of the accountant to reduce the various 
components of the plan to the lowest 
common denominator — the dollar — 
and then to set down the whole in such 
a manner that it can be comprehended 
and absorbed by those entrusted with the 
task of carrying it out. It is also the 
job of the accountant to collect the op- 
erating information necessary to compare 
results with plans so that operations can 
be controlled within the terms of the 
master plan. 

Thus, the accountant has two vital 
roles to play in planning for profits: that 
of a member of the small policy circle 
of planners and that of the recorder and 
controller who communicates the plan 
to operating management and then sees 
that it is carried out. He has one fur- 
ther important role: that of ensuring that 
department managers understand the 
aims of planning; for unless the aims 
are understood by those producing the 
information, the results may be much 
less than satisfactory. 

My primary purpose is to discuss the 
broad principles of planning for profits, 
leaving the control aspect of accounting 
somewhat in the background without 
wishing to infer that control takes an in- 
ferior position. Planning and control 
must go hand in hand, or the weak- 
nesses of human nature will vitiate the 
plan! 


Objectives of the Plan 


The objective of industrial planning 
is to determine the probable course of 
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the business for a specified period, based 
on the knowledge of the company’s 
broad aims and policies and the best 
available forecast of general business 
trends and economic conditions. The 
plan is a road map drawn partly from 
known facts and partly from estimates 
which may be statistically accurate within 
a marrow margin or which may be little 
better than informed guesses. 

The master plan is in itself composed 
of several individual plans, such as the 
operating plan, the development plan, 
and the financial plan. There may be 
further breakdowns within these cate- 
gories — for example, the operating 
plan might include a plan for each op- 
erating unit, a plan for advertising, and 
so forth. The principle is that each 
major unit of the company will produce 
a plan for its particular segment of the 
total operations, leaving the accounting 
staff to bring all plans together in the 
master plan. On this basis, responsibility 
for carrying out each part of the master 
plan can be properly delegated. 

The objective of the plan is not achiev- 
ed by its mere presentation to manage- 
ment. It is the chart which enables man- 
agement to plot the course, to make the 
decisions necessary so that the business 
can proceed according to plan, and final- 
ly to check actual results to ensure that 
deviations become known in sufficient 
time for corrective action to be taken. 


Elements of the Plan 


While the plan is necessarily the prod- 
uct of the entire top management group, 
the accounting officer is the architect to 
whom the actual drafting is entrusted. 
At this point, therefore, I shall find it 
easier to discuss the subject from his 
viewpoint. 

Preparation of an intelligent plan pre- 
supposes an intimate knowledge of such 
subjects as: 

1. The company’s charter, by-laws, his- 
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tory, general policies, form of or- 
ganization, and aims for the future. 
(You must know what the company 
is empowered to do by law, what it 
is trying to achieve, and its general 
philosophy, before you can plot its 
probable course in the future.) 

2. The conditions under which sales 
will be made, that is, selling price 
policies and trends, competitive situ- 
ations, conditions of major or special 
markets, probable volume of output 
in the industry, need for and policy 
on advertising. 

3. The conditions under which the prod- 
ucts will be manufactured, that is, 
wage rates and labour contracts, raw 
material price trends and availability, 
plant capacity and effect on costs of 
variations in levels of production, 
special maintenance situations. 

4. The plans for development of the 
business, that is, possible expansion 
of plant facilities for new or existing 
products, possible acceptance of new 
lines of resale business, possible ma- 
jor changes in direction of effort. 

5. The company’s financial situation, 
that is, the availability of funds to 
meet both operating and capital re- 
quirements, the source of any addi- 
tional funds which may be required 
and the terms under which they can 
be obtained, dividend policy, invest- 
ment policy on surplus funds. 

These are the elements of the plan. 
The accountant must have intimate per- 
sonal knowledge of most of these subjects 
before he can assess accurately the in- 
formation he obtains from each depart- 
ment. 


At this point comes the greatest re- 
sponsibility of the accountant in planning 
for profits. If he has knowledge of these 
vital factors in planning and can thus 
assess accurately the reliability of in- 
formation obtained from the various 
departments, the accountant can put to- 
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gether an intelligible master plan on 
which management can rely, and he can 
comment intelligently on the inherent 
strengths and weaknesses which require 
particular attention of management. If, 
on the other hand, his knowledge of 
these factors is inadequate, he cannot 
sift out the vital points requiring atten- 
tion, he cannot steer management in its 
analysis of the plan, and he may even 
hamper its success by inadequate presen- 
tation. 


The accountant’s greatest responsibility 
is as a communications officer. His is 
the task of explaining to management the 
sum total of each of the individual plans 
or forecasts provided by the various de- 
partments. The best of plans is valueless 
if it is not understood by those on whom 
rests the responsibility of decision. 


Form of the Plan 


From his knowledge of the company 
and of the essential elements of the plan 
the accounting officer must design the 
form of the specific plan to meet the par- 
ticular requirements at the time. The 
forms I have used to explain my com- 
pany’s plan may or may not be valid in 
other companies, and in fact are altered 
radically from time to time within Du 
Pont Company of Canada Limited when 
a new type of plan is required for a 
specific purpose. 





208 


Usually the master plan is composed 
of the following main subdivisions: — 
1. The operating forecast; 

2. The capital expenditure forecast; 
3. The cash forecast. 

The composition of each forecast and 
the period to be covered by the plan 
depend upon its particular purpose. 

There are essentially two types of 
business planning: the short-term plan, 
designed to set immediate sales and pro- 
duction aims and to ensure their achieve- 
ment, and the long-term plan, designed 
to show the direction and development 
of the business over a period of years 
in order to establish capital requirements 
and to show the effect of broad policies. 


In Du Pont of Canada we use both 
types of plan concurrently. The short- 
term plan is brought up to date quarterly, 
with operating results being forecast al- 
ways 12 months ahead. This enables us 
to check our actual results against ex- 
pectations and to give effect quickly to 
changes in policies, new developments, or 
variations in business conditions. A 
long-term forecast — for five years ahead 
— is brought up to date twice a year. 
This long-term plan contains a summary 
operating estimate, a, forecast of expan- 
sion and new plant construction, and a 
balance sheet projection designed to show 
capital needs. The short-term plan is 
designed to control operations within pre- 
determined limits; the long-term plan is 
designed to prevent management from 
being caught napping on matters which 
cannot be decided suddenly. 

If there is an unexpected significant 
change in the business picture, the quart- 
erly twelve month forecast will be re- 
vised immediately so that administrative 
management can be advised of the effect 
of the development. Such a revision is 
seldom necessary for the long-term fore- 
cast because this has not normally been 
used to influence decisions being made 
within a month or two. 
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The important point in setting the 
form of a plan is to avoid inflexi- 
bility — always bear in mind the pur- 
pose of a plan at the specific point of 
time and change the form when neces- 
sary to increase its value to administra- 
tive management. 


The Operating Forecast 


The operating forecast is the back- 
bone of the short-term plan, and con- 
tains at least the following major com- 
ponents: — 

1. Sales by major product groups, show- 
ing volume and value. 

2. Cost of production and volume of 
production, showing separately such 
important items as depreciation. 

3. Selling and advertising expenses. 

4. Administrative expenses. 

5. Taxes on income. 

6. Provisions for operating reserves not 
included in costs. 

7. Miscellaneous income. 

8, Investment income. 

9. Net income. ‘ 
We break our forecast down by months 

for the first quarter and by quarters for 
the balance of the year, in order that 
management can compare monthly finan- 
cial statements with the forecast. This 
comparison of actual results with fore- 
cast is of course the key to the entire 
plan — there is no point in planning if 
you are not going to see that the plan is 
carried out! 

While the 12-month forecast is pre- 
sented in the form of a financial state- 
ment, it is accompanied by a brief nar- 
tative explanatory report. Figure sched- 
ules alone are seldom suitable for ad- 
ministrative management purposes, and 
generally we find that it is the narrative 
report which carries the plan to manage- 
ment with the figure schedules acting as 
explanatory appendices. 

The narrative will explain the main 
points of interest under each heading, 
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and will also explain fluctuations in re- 
sults from previous periods and from the 
preceding forecast. These comparisons 
are vital to the entire plan, for account- 
ing information is worthless unless suit- 
able comparisons are made for purposes 
of measurement. 


The Capital Expenditure Forecast 


The second component of the plan — 
the capital expenditure forecast — repre- 
sents estimates compiled by each operat- 
ing department manager and by the de- 
velopment manager of probable new pro- 
jects for new plants or for expansion of 
existing facilities. These estimates in 
turn reflect the forecast by each manager 
of the markets for his products or for 
new products within the scope of his 
responsibility, the justification for in- 
vesting new capital to produce such prod- 
ucts, and the timing for new construc- 
tion projects. 

The capital expenditure forecast has 
an important place in the long-term 
plan because of its influence on operat- 
ing results as new plants commence pro- 
duction and because of its effect on the 
financial forecast as money is needed for 
construction. However, since the ef- 
fects of capital outlays are felt only over 
a period of years, the short-term plan 
contains only those figures for new con- 
struction authorization and expenditures 
which affect the cash position within 12 
months. The long-term plan contains a 
complete capital expenditure forecast 
listing separately each major project and 
showing for each the expected date of 
commencement and construction expen- 
ditures each year. By this means, the 
capital needed at the end of the fore- 
cast period to complete authorized pro- 
jects is automatically brought out. 


The Cash Forecast 


The cash forecast is usually prepared 
in the form of a “source and application 
of funds” statement, but in reality it is 


a projection of the company’s balance 
sheet for the forecast period. As in the 
case of the capital expenditure forecast, 
it is primarily a long-term plan docu- 
ment because new cash or capital require- 
ments must always be planned more than 
12 months ahead. 

In order to arrive at the cash forecast 
it is necessary to show the effects of the 
operating and capital expenditure fore- 
casts on the asset and liability accounts. 
While the latter can be considered as af- 
fecting the cash position alone, the for- 
mer necessarily affects most balance sheet 
items and particularly all of the working 
capital items. It is necessary to deter- 
mine credit policy, terms of sale, and 
trend of customer paying habits, inven- 
tory policy, changes in the nature of in- 
ventory requirements, and policy on pay- 
ment of suppliers accounts, in order to 
carry the results of the operating fore- 
cast into the cash forecast. 


The long-term plan of Du Pont of 
Canada shows the cash position at the 
end of each fiscal year included in the 
forecast period. If a company has an 
important seasonal factor in its business, 
its plans should show the cash position 
at the high and low points of each sea- 
sonal cycle, because of the importance of 
the figures for minimum and maximum 
cash requirements. 

By revising the long-term plan twice 
yearly and maintaining the forecast 
period at five years it is unlikely that the 
cash position can get seriously out of 
hand without management having a rea- 
sonable length of time in which to con- 
sider remedial action. 


Some General Comments 
Having outlined the nature and form 
of the short-term and long-term plans 
for business, I might offer a few dis- 
jointed comments on specific points. 
The basic information needed for com- 
pilation of the plan should be obtained 
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from each unit and not developed by the 
accounting officer himself. Each sales 
manager should produce his own fore- 
casts of sales, each works manager should 
estimate his production cost, the adver- 
tising manager should plan his own 
campaign, each service or auxiliary de- 
partment should produce its own ex- 
pense budget. If the plan is to work 
effectively, each unit manager must un- 
derstand the objective for his own unit 
and must be in agreement that the ob- 
jective is attainable. Only if he is in 
this position can he be effectively check- 
ed up on variations from the plan. 

If the company has an economist all 
parts of the plan should certainly come 
under his review, and his forecasts of 
business climate should be discussed with 
operating department managers before 
individual departmental plans are sub- 
mitted. However, all forecasting is 
necessarily subject to error, and the mar- 
gin of error in the total plan is less if the 
opinions of a number of men have been 
obtained rather than that of only one. 
The economist is a vital technician in the 
preparation of the plan, but he cannot 
displace the other members of the plan- 
ning team, i.e. the managers of sales, 
production, development, and finance. 


In the presentation of the plan itself 
two things are important. Make every 
possible use of charts, visual aids, and 
colour — these help to register points, 
and a point once registered is usually re- 


membered. These techniques can be 
overdone — the trick is to use just 
enough to arouse interest and not enough 
to cause confusion. Charts can be ex- 
tremely confusing if they try to show too 
much. One point is usually all you can 
sell with a single chart. 


While it is usually true that the nar- 
trative report will do more to sell the 
plan than will figure statements, it is also 
true that a verbose narrative report will 
minimize the value of the entire plan. 
Administrative management today re- 
ceives vast amounts of paper, and man- 
agers, who are also human, quickly throw 
aside the time-consuming verbose re- 
ports. The financial plan of a company 
is probably its most important single 
document, and the greatest task of the 
accounting officer is to be sure that it is 
understood thoroughly at all levels of 
management. 


The sample forms accompanying this 
paper have been drawn up from Du Pont 
of Canada forms, with adaptations where 


it is felt that these serve a useful pur- - 


pose in a broader application. No forms 
should be followed slavishly, because 
flexibility in the presentation of the fi- 
nancial plan will permit it to be com- 
piled in the most suitable form having 
regard to the particular circumstances at 
the time and will also add immeasurably 
to the general interest of administrative 
management readers. 
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APPENDIX 
The following are some of the forms presented by the author to illustrate 
the forecasting procedures set forth in his address. 


FORMS USED IN SHORT TERM PLAN FORECASTING 
PROFIT FORECAST NO. 1 — 1954 
FORM OF NARRATIVE REPORT ON SHORT TERM PLAN 


There is a brief opening paragraph stating the expected earnings of a common share for 
the forecast period and providing appropriate comparisons with previous forecast and 
preceding periods. A small tabulation of earnings a share is generally used for this 
purpose, and any really large factors in variations (such as depreciation or tax rate 
revisions) can be shown as separate items. 


Sales The section on sales brings out the trend in value and volume 
of sales, in total and, if important, by major products, with 
brief explanations of major variations from previous fore- 
cast or periods. Any proposed changes in selling prices are 
noted, with their effect. 

Operating Profits Manufacturing costs and expenses are covered under this head- 
ing, with explanations being given for any major variations 
only. Profit margins are compared with previous forecasts 
and periods as appropriate. 

Expenses Forecast selling, advertising and administrative expenses are 
reviewed briefly with explanations of any major variations 
from previous forecasts or periods. 


Miscellaneous Income Any important item is explained; under this heading comes 
results of operating office buildings and real estate. 
Charges Against Income Comment is made on income taxes, and any changes in tax 


laws or regulations affecting the Company are explained. 
Other charges against income, such as special reserve provi- 
sions, are reviewed. 

Net Operating Income and Net income from operations is stated, and converted into per- 


Return on Investment centage return on operating investment, with appropriate 
discussion of trend and variations. 
Investment Income This item is separated from operating results because of the 


importance placed by the Company on the operating return 
on investment figure. A brief review is given with explana- 
tions of any major variation. 

Balance Sheet Significant variations in balance sheet items through the fore- 
cast period are reviewed briefly, with particular emphasis 
on fluctuations in inventories and customers’ accounts, and on 
expenditures for plant expansion. The projected cash posi- 
tion comes under particular review. 
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PROFIT FORECAST NO. 1 — 1954 
NET INCOME AND EARNINGS PER SHARE 
(For Calendar Year 1954) 


Current Forecast Forecast No. 4 - 1953 
% of % of 
Amount Sales Amount Sales 
Operating Income 
Income from operations after charging 
all costs and expenses ...................... $ $ 
Provision for federal and provincial 
taxes on operating income ............ 
Net Operating Income ....................... $ $ 


Total income after preferred dividend 
Earnings available per common share 
(in cents per share) 
The profit forecast is prepared quarterly, and always provides a projection for 12 


months from its date except that the No. 4 Forecast projects for a period of 24 months. 
Dates of quarterly forecasts are as follows: 


Prepared Period of Forecast 
Forecast No. 1 ist January January to December 
Forecast No. 2 Ist April April to March 
Forecast No. 3 ist August August to July 
Forecast No. 4 ist November November to December 


of Year After Next 


| 
| 
| 
| 
| 
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| 
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PROFIT FORECAST NO. 1 — 1954 
SALES, PROFIT AND RETURN ON INVESTMENT 


Total Sales 
Variation from Forecast 
No. 4 — 1953 


Gross Profit 
Variation from Forecast 
No. 4 — 1953 
% Margin on Sales 
Profit Before Taxes and Bonus 
Variation from Forecast 
No. 4 — 1953 
% Margin on Sales 


Net Income 
Variation from Forecast 
No. 4 — 1953 


% Margin on Sales 
Average Operating Investment 
Variation from Forecast 
No. 4 — 1953 
% Return on Investment 
Before Charges 
After Charges 


(For calendar year 1954) 
Product Product Product Product 
Group 1 Group 2 Group 3 Group 4 
(Amounts in Thousands of Dollars) 


Note: For Forecast No. 4, the information is provided for ensuing two years. 
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FORMS USED IN LONG TERM PLAN FORECASTING 


FORM OF NARRATIVE REPORT ON LONG TERM PLAN 


FINANCIAL FORECAST 
1954 TO 1958 INCLUSIVE 


The narrative report is brief, usually limited to two pages, and is designed to highlight 


the important developments and trends brought out in the accompanying figure schedules. 


Cash Position The cash position at each year end is reviewed, and any action re- 
quired within the five year period to obtain new capital would 
be discussed at length. Cash fluctuations within the period which 
might result in short term borrowing or the investment of temp- 
orarily surplus funds in short term securities are reviewed. 

Working Capital The trend of major working capital items is reviewed with explana- 
tions of any important trend variations. 

Plant Expansion Progress of the Company’s long term expansion program is reviewed, 
with discussion of any new projects which were not included in 
the previous forecast. 

Operations The trend of forecast operating results is reviewed very briefly, 
with explanations of any important changes from the previous 
forecast. The long term direction of such factors as selling prices, 
raw material prices, tax rates, depreciation rates and such items 
which affect income are also reviewed briefly. 


* * * * 


FINANCIAL FORECAST 
SALES, PROFITS, EARNINGS PER SHARE AND RETURN ON INVESTMENT 
FOR THE YEARS 1954 TO 1958 INCLUSIVE ‘i 
(Amounts in Thousands of Dollars) 








1954 1955 1956 1957 1958 
UMD S82 last ete shee vesie $ $ $ $ $ 
Operating Income .............. $ $ $ $ $ 
Investment Income . 
$ $ $ $ $ 
Less: Taxes and 
Other Charges 
NET INCOME FOR YEAR $ $ $ $ $ 
Earnings per Common Share $ $ $ $ $ 
Operating Return on 
Average Investment % % % % % 
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FINANCIAL FORECAST 
CASH REQUIREMENTS 
(Amounts in Thousands of Dollars) 


1954 1955 1956 1957 1958 


Cash and Securities at 
BSE PRONG oss cishscésacs9sa0ees $ $ $ $ $ 
NET CASH RECEIPTS 
Undistributed Profits* 
Disposal of Fixed Assets 
New Common Shares 
REA oe et Sates 
Provision for Depreciation 
and Other Reserves, etc. 
Sale of shares in other 
Companies, granting of 
licences, disposal of 
fixed assets, etc. ............ —<——S  — —————_- SS 


NET CASH EXPENDITURES ON CONSTRUCTION 


Projects Authorized: 
Major Project A ........ 
Major Project B......... 
Major Project C  ........ 
Major Project D. ........ 
NOI a Sere siriovcasstidvcNcsvss 
Projects not Yet 
PATEL accuscncscucccc | ee eee 


Net Additions to Inventories 
and Other Working 
MEMUSTURE. oi osczcnapesssdlauecccesed keane OO 


CASH AND SECURITIES 
AT 31st DECEMBER ...... $ $ $ $ $ 


Other Working Capital ...... $ $ $ $ $ 


* Dividends have been estimated as follows: 
1954 $ — Per Share 


1955 a 
1956 a 
1957 at 
1958 we > 
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FINANCIAL FORECAST 
DETAILS OF CONSTRUCTION EXPENDITURES FORECAST 
1954 TO 1958 


Major Projects Included in the Forecast of Amounts to be Submitted for Authorization 
Before the End of 1958 


1954 “Brief Description of Project to $ 
1955 show location, Company unit involved 
1956 and where, increased production capacity 
1957 is a resultant, the estimated capacity 
1958 after completion”. 
$ 


Note: The above are indeterminate estimates and are not based on detailed design. 
Major Projects Under Study 


Operating Unit “A” “Brief description of projects under $ 
i eae study for which authorization is not expected 
5. Gg to be sought in the forecast period”. 
$ 
FORECAST OF AMOUNTS TO BE AUTHORIZED 
AND EXPENDITURES BY YEARS 
Estimated 
Total to be Construction 
Authorized Expenditures 
in the year in the year 
1954 Unexpended balance of open appropriations 
as at 1st January, less cancellations $ | 
To be authorized in 1954 
$ $ 
1955 
1956 
1957 
1958 
$ $ 


| 
| 
| 
| 
| 


Balance to be expended after 1958 $ 
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“The Complete English Tradesman” 


By C. A. Ashley, F.C.A. 


A review of an unknown book by 
Daniel Defoe more than two centuries after its publication 





T° review a book written in 1726 may 
appear a little odd, but this book is 
almost unknown and has merit. Daniel 
Defoe set out, rather late in life, to in- 
struct tradesmen and their apprentices 
how to conduct themselves, and he was 
well qualified to do so. Born in 1659, 
he had been a haberdasher, a wholesaler 
of wines, spirits, and tobacco, and a brick 
and tile manufacturer. His knowledge 
of business was very wide; he had tra- 
velled extensively on the continent and 
spoke Spanish, Italian, and French. His 
Tour thro’ the Whole Island of Great 
Britain shows his powers of observation. 
That he was not uniformly successful 
in business was not due to his failure to 
follow the precepts to be found in his 
book, for he lived in turbulent times. His 
first failure was caused largely by the 
war with France, and the second was due 
to his imprisonment for his political 
writings. The South Sea Bubble burst 
six years before this book was published. 

Apprentices started work as boys, and 
during the first three or four years all 
that could be done was to teach them 
“submission to families, and subjection to 
their masters, and dutiful attendance in 
their shops or warehouses”. Then the 


serious work of learning the business 
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started. The apprentice was to learn all 
about the goods dealt in by his master 
and to take an interest in other goods 
too; to learn the methods of buying and 
selling, transporting and paying; to get 
to know the clients of the firm; to un- 
derstand the books of account; and to 
master the art of correspondence. 


A Helmless Ship 


“Next to being acquainted with his 
master’s customers . . . he ought to ac- 
quaint himself with the books, that is 
to say, to see and learn his master’s 
method of bookkeeping, that he may fol- 
low it, if the method is good, and may 
learn a better method in time if it is 
not . . . A tradesman’s books are his re- 
peating clock, which upon all occasions 
are to tell him how he goes on, and how 
things stand with him in the world: 
there he will know when it is time to go 
on, or when it is time to give over; and 
upon his regular keeping, and fully ac- 
quainting himself with his books, de- 
pends at least the comfort of his trade, if 
not the very trade itself. If they are not 
fully posted, and if everything is not 
carefully entered in them, the debtor's 
accounts kept even, the cash constantly 
balanced, and the credits all stated, the 
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tradesman is like a ship at sea, steered 
without a helm; he is all in confusion, 
and knows not what he does, or where 
he is; he may be a rich man, or a bank- 
rupt — for, in a word, he can give no 
account of himself to himself, much less 
to anybody else. 


“His books being so essential to his 
trade, he that comes out of his time with- 
out a perfect knowledge of the method 
of bookkeeping, like a bride undrest, is 
not fit to be married; he knows not what 
to do, or what step to take; he may in- 
deed have served his time, but he has not 
learned his trade. 


“He that affects a rumbling and bom- 
bast style, and fills his letters with long 
harangues, compliments, and flourishes 
should turn poet instead of tradesman, 
and set up for a wit, not a shopkeeper 
. . . a tradesman’s letters should be plain, 
concise, and to the purpose... . I can 
by no means approve of studied abbre- 
viations, and leaving out of the needful 
copulatives of speech in trading letters 

I know this affectation of style is 
accounted very grand, looks modish, and 
has a kind of majestic greatness in it; 
but the best merchants in the world are 
come off from it, and now choose to 
write plainly and intelligibly ....A 
tradesman, like a parson, should suit his 
language to his auditory; and it would 
be as ridiculous for a tradesman to write 
a letter filled with the peculiarities of 
this or that particular trade, which trade 
he knows the person he writes to is ig- 
norant of, and the terms whereof he is 
unacquainted with, as it would be for a 
minister to quote Chrysostome and St. 
Austin, and repeat at large all their say- 
ings in Greek and Latin, in a country 
church, among a parcel of ploughmen 
and farmers.” 


Tradesmen’s Credit and Virgin’s Virtue 


The hours of work recommended to 
the tradesmen sound to us a little exces- 


sive: ‘““You never missed him from seven 
in the morning till twelve, and from two 
till nine at night, and he throve accord- 
ingly — he left a good estate behind 
him.” He warns against social preten- 
sions being allowed to interfere with 
good business practice, and gives sound 
vocational guidance, although psycholo- 
gists had not by then invented the term. 
“Now, in order to have a man apply 
heartily and pursue earnestly the busi- 
ness he is engaged in, there is yet an- 
other thing necessary, namely, that he 
should delight in it: to follow a trade, 
and not to love and delight in it is a 
slavery and a bondage, not a business.” 


England had just passed through a 
period comparable with 1927-32 in the 
United States. “A tradesman’s credit 
and a virgin’s virtue ought to be equal- 
ly sacred from the tongues of men; and 
it is a very unhappy truth, that as times 
now go, they are neither of them regard- 
ed among us as they ought to be . 
Trade cannot make a knave an honest 
man, for there is a specific difference be- 
tween honesty and knavery which can 
never be altered by trade or any other 
thing . . . he must act honestly and just- 
ly, and that in all his dealings: he must 
neither cheat nor defraud, overreach nor 
circumvent his neighbour, nor indeed 
anybody he deals with; nor must he de- 
sign to do so, or lay any plots or snares 
to that purpose in his dealing, as is fre- 
quent in the general conduct of too 
many, who yet call themselves honest 
tradesmen, and would take ‘it very ill to 
have any one tax their integrity.” 


He makes, however, two exceptions, 
which he argues at length: “The liberty 
of asking more than he will take’, and 
“promising payments of money, which 
men in business are oftentimes forced to 
make, and forced to break, without any 
scruple; nay, and without any reproach 
upon their integrity”. | Nevertheless, 


“Tradesmen ought no more to lie behind 
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the counter, than the parson ought to 
talk treason in the pulpit.” 


Accounts and Conscience 


Later, he devotes a whole chapter to 
the keeping of books of account. “A 
tradesman’s books, like a Christian’s 
conscience, should always be kept clean 
and clear; and he that is not careful of 
both will give but a sad account of him- 
self either to God or man . . . You never 
saw books kept in such a scandalous 
manner in your life; why, he has not 
posted his cash-book, for I know not 
how many months; nor posted his day- 
book and journal at all, except here and 
there an account he perhaps wanted to 
know the balance of; and as for bal- 
ancing his cash, I don’t see anything of 


Recent Books 


Register of International Research in 
Accounting; published for The Incorp- 
orated Accountants’ Research Commit- 
tee by the Oxford University Press; pp. 
68; 7s. 6d. 

A small booklet came to hand recently 
which has a promising title. It is the 
“Register of International Research in 
Accounting”, published in 1954 for the 
Incorporated Accountants’ Research Com- 
mittee (Great Britain). Such a list, it 
seemed, might answer all doubts as to 
what is embraced in accounting research; 
but the book (quite properly, perhaps) 
fails to define the area covered. The 
editors evidently preferred to follow 
their own ideas (and presumably the 
ideas of some contributors) as to the 
range of subject matter, without establish- 
ing clear boundary lines. The result is 
slightly confusing. 

What should a register of current re- 
search in accounting embrace? Research 
projects undertaken since 1936? Re- 
search projects on which reports have 
been published since 1950? Research 





that done, I know not how long... I 
wonder he did not break a long time 
ago.” 

“As, then, the minister exhorts us 
to take care of our souls, and make 
our peace with Heaven, while we are in 
a state of health, and while life has no 
threatening enemies about it, no diseases, 
no fevers attending; so let me second 
that sound advice to the tradesman al- 
ways to keep his books in such a posture, 
that if he should be snatched away by 
death, his distressed widow and father- 
less family may know what is left for 
them and may know where to look for 
ic 

Altogether an entertaining and edify- 
ing book. 


projects presently under way? The an- 
swers to such questions will depend on 
the sort of register proposed, but it is 
perhaps fair to suggest that somehow the 
scope should be limited. A register of 
works published in a stated period, or a 
register of current research the results of 
which have not yet been published, or 
a good index of the articles published in 
accounting journals — all these would 
be useful, and would serve separate pur- 
poses. An attempt to combine them, 
without specifying the period covered, 
would be something like an attempt to 
conquer Mount Everest without regard 
to the seasons of the year. 


A wide range of topics is reported in 
the register. Many of the titles suggest 
subjects of great interest to most account- 
ants. These include “Statistical Methods 
in Auditing”, “Accounting: A Tool of 
Economic Policy’, “Accounting Ratios’’, 
“Financial Accounting Standards’, “Some 
Aspects of Modern Auditing’. On 
the other hand, some of the reported 
studies are far removed from what would 
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ordinarily be considered accounting re- 
search. In this latter group are “Filing 
and Correspondence Within Finance De- 
partments”, “Employee Remuneration 
and Incentives’, ‘“The Use of Statistics in 
Local Finance Administration’, and 
others. It is just possible that account- 
ing research should embrace such sub- 
jects, but to this reviewer the relation- 
ship seems too remote to permit anything 
more familiar than a mere nod, useful 
as they no doubt are for their own pur- 
poses. 

The work of the Canadian Institute of 
Chartered Accountants is allotted a page 
of the register. Bulletins Nos. 6-9 are 
listed, along with a short list of uncom- 
pleted projects, but the earlier bulletins 
are not mentioned. The Bulletins of the 
American Institute of Accountants did 
not fare so well, the only reference to 
them being a note to the effect that a 
revision of the 41 (actually 42) Ac- 
counting Research Bulletins issued since 
1939 was being prepared; but other pub- 
lications of the American Institute are 
given good notice, including the ma- 
terial published in 1949, 1950, and 1952 
under the study of “Changing Concepts 
of Business Income’. Altogether the 
register lists projects sponsored by 14 
accounting bodies in seven countries, as 
well as 18 universities and six institutions 
of other types. That is sufficient to show 
the wide sweep of activity in accounting 
research, and the interest being taken 
in it. 

LAWRENCE G. MACPHERSON, C.A., 
Research Director, C.1.C.A. 


Auditing, by Eric L. Kohler (2nd ed.); 
published by Prentice-Hall, Inc., New 
York; pp. 617 and index; price $9.00 
US. 


This book was written by an Ameri- 
can accountant of extensive experience 
in public practice, teaching, and busi- 
ness administration. A distinctive fea- 


ture is the emphasis on the broader, 
more constructive approach that an 
auditor may take to his duties, as op- 
posed to the routine checking proced- 
ures the main objective of which is to 
justify his initial on an audit program. 
The chapters on “procedural review” 
and “operations” take the auditor 
beyond the traditional procedures and 
into the constructive, imaginative job 
which may be done after becoming fa- 
miliar with the company’s operations 
and after reviewing detailed analyses of 
various financial reports. 


Many practitioners will regard Koh- 
ler’s ideal as impractical for most en- 
gagements and in fact trespassing on the 
function of the comptroller. Never- 
theless, every auditor, particularly those 
working on the accounts of larger cor- 
porations, will be highly stimulated by 
a careful study of this material. Comp- 
trollers will also find new avenues for 
exploration of their own territories, 
leading them to achieve better control 
and produce more informative reports- 
for operating managers. 


The exposition of auditing proced- 
ures is organized principally under the 
various balance sheet headings. Each 
chapter contains a statement of relative ac- 
counting principles and practices, a 
section on internal controls appropriate 
to the particular item, a discussion of 
applicable financial statement stand- 
ards, and a detailed program of audit 
procedures. These discussions are high- 
ly detailed and of immense practical 
value to the student and practitioner. 


An added feature of the book is a 
complete set of realistic audit working 
papers, reproduced at the close of the 
chapters to which the subject matter is 
most closely related. The chapter on 
inventories, for example, includes the 
inventory summary, full notes on the 
company’s procedures for determining 
quantities and prices, the procedures 
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followed by the auditor, details of pric- 
ing and overhead calculations, notes of 
discussions concerning slow-moving 
items, etc. 


It is interesting to a Canadian chart- 
ered accountant to observe that this 
outstanding American author - still 
clings to the broad use of the term 
“reserve” when referring to bad debts, 
depreciation, amortization, and income 
taxes payable. One would also register 
a mild protest against his failure in 
the opening chapter to recognize ac- 
counting organizations that are outside 
the United States. He must surely be 


News of Our Members 


Mr T. H. Webster, C.A. (Ont.), has been 
appointed secretary of Porritts & Spencer 
(Can.) Ltd., Hamilton. 





Professional Notes 


BRITISH COLUMBIA 


Mr D. H. Dunn, C.A. announces the ad- 
mission to partnership of Mr Hugh R. Dunn, 
C.A. Henceforth practice of the profession 
will be carried on under the firm name of 
D. H. Dunn & Co., Chartered Accountants, 
with offices at Rm. 100, Dominion Life Bldg., 
1687 W. Broadway, Vancouver. 


Mr James M. Standeven, C.A. announces 
the admission to partnership of Mr Robert 
R. Davy, C.A. Henceforth practice of the 
profession will be conducted under the firm 
name of Standeven & Davy, Chartered Ac- 
countants, with offices at Rms. 4 and 6, L 
and H Block, Campbell River, and at 520 
Duncan Ave., Courtenay. 


ONTARIO 


Harper & Tory, Chartered Accountants, an- 
nounce the admission to partnership of Mr 
Vernon G. Seadon, B.Com., C.A. Henceforth 
practice of the profession will be carried on 
under the firm name of Harper, Tory & Co., 
Chartered Accountants, with offices in the 
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aware that accountants in Canada, 
Great Britain, and other countries have 
also developed a professional status and 
are continually making sincere efforts 
to formulate principles which will raise 
their status. 


Mr. Kohler’s book will undoubtedly 
be recognized as an authoritative and 
constructive contribution to accounting 
literature. It is well worth reading by 
seasoned practitioners, teachers, stu- 
dents, and financial administrators anx- 
ious to broaden their horizons. 

H. C. Drxon, C.A. 
Hamilton, Ontario 


Mr E. G. Black, C.A. (Ont.), has been 
appointed comptroller of The Weatherhead 
Co. of Can. Ltd., St. Thomas. 


Canadian Bank of Commerce Bldg., 2 Queen 
St., St. Catharines. 
a * * 

Millard, Rouse & Rosebrugh, Chartered Ac- 
countants, announce the removal of their of- 
fices to 96 Nelson St., Brantford. 

- * * 

Ratney & Ratney, Chartered Accountants, 
announce the removal of their offices to 137 
Wellington St. W., Toronto. 


QUEBEC 

Mr William D. Sumner, C.A. announces the 
admission to partnership of Mr. George R. 
Graham, C.A. In future the practice will be 
conducted under the firm name of Wm. D. 
Sumner & Co., Chartered Accountants, with 
offices at Ste. 912, 637 Craig St. W., Montreal. 

* * * 

Messrs Carl J. Zidle, C.A. and Gerald H. 
Rabinovitch, C.A. announce the formation of 
a partnership for the practice of their pro- 
fession under the firm name of Zidle, Ra- 
binovitch & Co., Chartered Accountants, with 
offices at Ste. 21, 4521 Park Ave., Montreal. 
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By Gertrude Mulcahy, B.A., C.A. 
The C.I.C.A. Research Department 


STATEMENT OF PROFIT AND LOSS 





HE effectiveness with which a finan- 

cial statement presents a fair picture 
is dependent upon two factors, namely, 
the information disclosed therein and the 
manner of presentation of such informa- 
tion. Last month’s review of the vari- 
ous methods of presentation employed by 
Canadian companies in setting out their 
operating results is now supplemented 
by an analysis of the detailed informa- 


tion contained in the statements of profit 
and loss of these companies.* Section 
113 of the Companies Act (Canada) 
lists certain details which must be set out 
in the statements of profit and loss of 
public companies incorporated under that 
Act. However, it is the duty of the 
management and of the accountant to go 
beyond these limits if additional infor- 
mation is required for a fair presentation. 


SPECIFIC ITEMS IN STATEMENT OF PROFIT AND LOSS 


Designation of 
the Net Profit for the Year 

In 77% of the 1952 statements ana- 
lyzed (78% in 1951, 76% in 1950, and 
64% in 1949) the last figure in the state- 
ment of profit and loss, or in the profit 
and loss section of the combined state- 
ment of profit and loss and surplus, was 
clearly designated as the net result of the 
current operations by descriptions such as 
“net profit for the year”, “net income 
for the year”, and “net loss from the 
year's operations”. However, in 16% of 
the 1952 statements, the net profit for 
the year was not positively identified 
(16% in 1951, 15% in 1950, and 8% 
in 1949). The reader of these state- 
ments had to determine for himself if 
the balance extended or the figure de- 
scribed as “profit transferred to surplus’, 


“balance transferred to surplus’, etc. was 
the amount intended to be read as the 
net profit for the period. 

In the remaining instances the figure 
described as the net profit for the period 
was followed by items such as: appropri- 
ations to and from reserves, dividends, 
minority interest, discounts on preferred 
shares redeemed, provision for premium 
on redemption of company’s bonds, profit 
or loss on disposal of fixed assets and/or 
securities, income tax provision, and 
revenue from investments. 


Interest on Funded Indebtedness 
Of the 172 companies whose annual 


* Annual reports reviewed, 280 for 1952, 
279 for 1951, 209 for 1950, and 202 for 
1949. 
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reports disclosed funded indebtedness 
outstanding at the close of the 1952 fis- 
cal period or redeemed during that 
period, all but 29 set out, in the state- 
ment of profit and loss, the amount of 
the related current interest expense. Of 
these companies, 8 were incorporated un- 
der the Companies Act (Canada) which 
specifically requires this disclosure, and 
15 were incorporated under provincial 
laws which do not require the disclosure 
of this expense. The remaining 6 com- 
panies indicated that interest on funded 
indebtedness had been taken into ac- 
count in determining the net operating 
results but did not disclose the amount. 


Income from Non- 
Consolidated Operating Subsidiaries 


The management of 74 of the com- 
panies whose 1952 annual reports were 
reviewed did not consolidate all operat- 
ing subsidiaries in preparing the 1952 
financial statements. In 23 of these re- 
ports, the current income received from 
the non-consolidated operating subsidi- 
aries was set out in the statement of profit 
and loss either in the description of the 
operating profit or as a separate item. 
The earned surplus statement of 2 com- 
panies included a current adjustment to 
provide for current losses of non-con- 
solidated operating subsidiaries. In 10 
other cases, the current dividend receiv- 
ed was included in the item “Income 
from Investments” in the statement of 
profit and loss. In 3 cases the audi- 
tors’ report indicated that the profit or 
loss from current operations of the 
non-consolidated subsidiary has been 
reflected in the accounts of the parent 
company. However, the amount was 
not disclosed in the financial statements. 
The auditors’ report or a note append- 
ed to 25 of the 1952 financial state- 
ments brought to light the fact that 
the profits and losses of the non-con- 
solidated operating subsidiaries had not 


223 


been taken into account in preparing 
the financial statements. 


The remaining companies were all 
incorporated under provincial statutes 
and their annual reports made no 
mention of the results of the operations 
of non-consolidated operating subsidiar- 
ies or of the recognition given thereto 
in the parent company’s accounts. 


Taxes on Income 


The majority of the financial state- 
ments continue to set out the estimated 
taxes on income as a separate item be- 
fore the net operating results in the 
statement of profit and loss (249 in 
1952, 262 in 1951, 192 in 1950, and 148 
in 1949). However, of the 1952 finan- 
cial statements analyzed, 5 set out this 
figure as a deduction from net profit, 3 
as a deduction in earned surplus, and 1 
as a footnote to the statement of profit 
and loss. In one of the 1952 reports, it 
was clearly indicated that provision had 
been made for income taxes in determin- 
ing the net profits from operation, but 
the amount was not stated. 


The remaining 21 companies suffered 
a loss on the 1952 operations. Of these, 
14 disclosed in the financial statements a 
recovery on prior year’s taxes resulting 
from the application of the loss carry- 
over provisions of section 27 of the 
Income Tax Act. In 11 cases this tax 
recovery or adjustment was included in 
the statement of profit and loss, as was 
recommended in Bulletin No. 3, but in 
3 instances such amounts were included 
as adjustments in earned surplus. 


The following excerpts from 1952 fi- 
nancial statements illustrate the methods 
used by Canadian companies to set out 
the effects of the loss carry-over provi- 
sions of section 27 of the Income Tax 
Act. Examples 1 and 3 comply with 
the recommendations contained in Bul- 
letin No. 3. 
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Excerpts from Published Financial Statements — 1952 


EFFECT OF LOss CARRY-OVER PROVISIONS OF SECTION 27 INCOME TAX ACT 


Example 1 
In Statement of Profit and Loss 
Loss before credit for income taxes ................00...00. iidlaveisccustments POOR OO OE 
Credit for income taxes, estimated: 
Refundable income taxes under carry-back provisions 


of law ..... SAN ese Maras aan ete nee ean tlhe eh ts ye cen $31,560.63 
Adjustment for overprovision in prior years .................. 1,357.05 32,917.68 
Net loss for the year ..................... Pee Seer: Scidteestns OS eRe IO 
Example 2 


In Statement of Profit and Loss 
Tae aes eR IR 8S cea ba cee ska evaAue bo Rihito i psiteleRecsccbueconshusseansvece $67,700 
(no mention of income taxes in this statement) 
In Earned Surplus Account 


Add: 
Adjustment of Prior Year's Income Taxes ..............:...0...csssssecsessscsssscosanccenesess . $15,928 
Example 3 
In Statement of Profit and Loss 
Profit before provision for taxes OM iMCOME ...0....... coe ceceeeeeeeeee $296,430 
PROVISION FOR TAXES ON INCOME: 
Estimated taxes on current year’s profit .....................:.ccsscsseee 158,000 


Less reduction in respect of prior years’ losses, carried forward 68,000 


90,000 


Profit before provision for minority interest ...............0cccceen $206,430 


Figure 1 
DISCLOSURE OF CURRENT PROVISION FOR 
DEPRECIATION IN STATEMENT OF PROFIT AND LOSS 


1950 1949 
84% 87% Separate figure or figures before net results 
from operations 
6% Footnote to statement 
4% In description of operating profit 
-~ Grouped with other items before net results 
from operations 
Not disclosed (companies incorporated under 


provincial statutes) 
1% No provision (per note to statement) 


100% 
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DEPRECIATION 


From figure 1 it is apparent that ac- 
countants and management today recog- 
nize the importance of the proper dis- 
closure of this element of cost in the 
financial statement, not only as specific 
legal requirements but also as informa- 
tion of interest to the reader. The lat- 
ter is particularly significant considering 
the fact that approximately 36% of the 
companies included in the 1952 analysis 
were incorporated under provincial stat- 
utes which do not require specific dis- 
closure of this item. 


In most cases the basis of the calcula- 


tion of the current depreciation was not 
disclosed. However, in several of the 
1952 annual reports reference was made 
either in the directors’ report or in the 
financial statements themselves to a 
change in the basis and to the impact of 
the Income Tax Act and Regulations on 
Capital Cost Allowances. 

The following examples taken from 
1952 financial statements indicate some 
of the methods used by Canadian com- 
panies to give recognition to a change 
in basis of calculation and to the effect 
of the tax requirements. 


Excerpts from Published Financial Statements — 1952 


BASIS OF CURRENT PROVISION FOR DEPRECIATION 


Example 4 


In Statement of Profit and Loss 


Provision for depreciation of fixed assets (at one-half normal rates) 


$35,309 


(Reported Net Profit for the year — $8,954) 


Example 5 


In Statement of Profit and Loss 


Operating profit for the year, after deducting depreciation of $92,986.86 


at the company’s usual rates . 
Deduct 


$191,087.27 


Additional depreciation representing the excess over normal 
rates which is allowable for tax purposes under the 


repulations: 16 the Income Tax Act: ...i:..::..66.5:....sscccaes 


18,000.00 


(Reported Net Profit for the year — $89,587) 


Example 6 


In Statement of Profit and Loss 


Provision for depreciation 


$454,919 


(Reported Net Profit for the year — $346,990) 


Note to Financial statements 


Depreciation for the year ended 31st March 1952 has been provided at the maximum 
rates presently allowed for Federal income tax purposes, excluding double depreciation. 


In Directors’ Report 
Your Directors have decided that depreciation for the year ended 31st March, 1952 
should be provided at the maximum normal rates presently allowed for Federal In- 
come Tax purposes, and to defer taking double depreciation... . 
in depreciation taken this year, compared to the previous year, is made up of 
$246,658.52 double depreciation and the normal reduction due to the regulations of 
the Federal Income Tax Department in basing depreciation on a declining basis. 


The decrease 
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Example 7 


In Statement of Profit and Loss 


Provision for depreciation 


$700,000 


(Reported Net Profit for the year — $1,719,259) 


In Directors’ Report 


Depreciation has been provided for to the maximum amount allowed by the Income Tax 


Department. 


TRANSFER TO AND FROM RESERVES 


Thirteen of the 1952 statements of 
profit and loss showed transfers to or 
from reserves before the figure for net 
profits, contrary to the recommendations 
contained in Bulletin No. 9. In 5 cases 
such transfers were set out as appropria- 
tions of or adjustments to net profit for 
the year. 

The following excerpts from financial 
statements demonstrate the presentation 
of transfers to and from reserves used 
by some Canadian companies. Examples 
8, 9, and 10 do not follow the procedure 
recommended in Bulletin No. 9 of the 
Committee on Accounting and Auditing 


Research. The fact that such an appropri- 
ation or an adjustment has been made in 
arriving at the figure described as “net 
profit” is certainly not emphasized in 
either of examples 8 or 9. An uneducated 
reader could very easily overlook the im- 
plication of such items in the true picture. 
However, in example 10 management 
took additional precaution to bring this 
information to the reader’s attention 
again in the description of the figure 
for net profit. The presentation of 
example 11 conforms with the recommen- 
dations of Bulletin No. 9. 


Excerpts from Published Financial Statements — 1952 


TRANSFERS TO AND FROM RESERVES IN STATEMENT OF PROFIT AND LOSS 


Example 8 


In Consolidated Profit and Loss Account 


Income from Operations 


Less: 


Transfer to Reserve for Shrinkage in Inventory Values .... 


Net Profits for the year . 


eee ne eeeeeernes 


st eeeeeeeeeereee 


Cee ereeeeeeceeee 


100,000 


759,755 


$ 450,942 
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Example 9 
In Consolidated Statement of Profit and Loss 
Combined profits from operations, after deducting manufacturing, selling 
* and administration expenses and after crediting transfers of $1,432,876 
from operating and contingent reserves ...............cccccccecccsesessseseseseeseeseaeeee $12,468,552 
(Reported Net Profit for the year — $4,197,876) 


Example 10 


In Consolidated Statement of Profit and Loss 
Profit from operations after providing $98,475.00 for depreciation and 
special tax paid provision of $100,000.00 towards possible future de- 
cline in inventory values, but before taking into account the under- 
MUNURMIN CIM Sons op citaocesa ter shiny oct ean Rares esi ene eaaSenk ee eae $698,359.70 


Deduct: 


456,341.69 


Net profit for year after making provision of $100,000.00 towards possible 





FRUITS GECHIME 100 UAVETLOTY VOICES 5.50. oi5scicccscssecctstecseccscsassecsesncerters $242,018.01 
Example 11 
In Consolidated Statement of Profit and Loss 
Ce SISERIE ROE TUS EE ass ppsets sess ctv cric ens pW i a aveacessei seas ean vecuee. $12,493,600 
Deduct — Appropriation to inventory reserve ................c cece eters . 1,625,000 


Balance carried to statement of unappropriated earnings retained for use 
NRE RE UCU 255 e ss cage sce ree iase Eh AG yc th  caest .... $10,868,600 


UNUSUAL ITEMS SET OUT SEPARATELY ON 
PROFIT AND LOSS STATEMENT BEFORE NET PROFIT 


The following examples taken from of their nature and size, should be set 
1952 statements of profit and loss are out separately. 
typical of those items which, by reason 


Net Profit 
for the year 
Unrealized Foreign Exchange Loss — arising in consolidation of 
the accounts of ...... Limited, Glasgow, Scotland .............. . $285,142 $792,247 
Special charges, legal and other expenses re defense of action under 
Ge Somes: EVER ATO ACE ioscan is cae icc cthccenenscticzsiness 12,456 202,407 
Amount written off goodwill and booking rights... 41,000 84,944 
Applied in Reduction of Pulpwood Inventories due to change in 
PEI Ott at NR NSE 2 aes ce teh Sea asatn asec eeceandeteds 833,272 3,455,575 


Write-down of inventories to market at...... Re Sein 149,196 (118,409) 








The Canadian Chartered Accountant, October, 1954 


INSIGNIFICANT ITEMS 
SET OUT SEPARATELY IN STATEMENT OF PROFIT AND LOSS 


The degree of disclosure of informa- 
tion over and above the legal require- 
ments is a responsibility of management. 
In some instances it was difficult to con- 
ceive the reason for the disclosure of ap- 
parently insignificant details. The fol- 


Income from Investments 
Profit on disposal of Fixed Assets 
Other income 
Miscellaneous 
Discount and exchange (net) 


lowing are examples of items taken from 
1952 financial statements which, if 
grouped with other items of profit and 
loss, could not be regarded as distorting 
the picture presented. 


Net Profit 
for the year 
$140,204 
437,083 


2,941,479 
282,515 


Net Discount after Brokerage on Sinking Fund Preferred Shares 


purchased for redemption 
Loss on redemption of bonds 


Adjustment Government of Canada Income Tax, 1950 


Obituary 


William Thomas Scott 
The Institute of Chartered Accountants of 
Saskatchewan announces with deep regret 
the death on September 1 of William 
Thomas Scott, of Saskatoon. 

Mr Scott was born in Dumfries, Scot- 
land and came to Canada at the age of 10. 
In 1919 he came to Saskatoon and in 1924 
was admitted to the Saskatchewan Institute. 
He became manager of Ronald Griggs & 
Company, Chartered Accountants, in 1925. 
Later the business became known as W. T. 
Scott & Company. 


223,263 
84,944 
73,622 


In World War I Mr Scott served with 
the 28th Battalion and was twice mentioned 
in despatches. In World War II he served 
with the 2nd Battalion SLI from 1940 to 
1945 and retired with the rank of major. 

He had been a member of Kiwanis for 
25 years prior to his illness, and was also 
a member of the Saskatoon Club and the 
St. Andrew Society. He attended West- 
minster Church. 

To his widow and family the members 
of the Institute extend their sincere sym- 
pathy. 















W read with mixed feelings of the 
various devices to which business 
executives are being subjected these days 
(or are subjecting themselves) in the 
effort to speed up their reading.* There 
is an infernal machine which, we are 
told, flashes numbers and words on a 
screen to train the eyes to take in more, 
and so make fewer stops per line. And 
there is another instrument, referred to 
in Machiavellian tones as an “‘accelera- 
tor’. This device has a descending metal 
shade which forces one to read faster and 
faster and prevents one from reading 
back for missed words. Finally there is 
a “timer” which checks words-per-minute 
speed; presumably the problem of meas- 
uring the rate of mental input is resolved, 
like all other problems, as soon as we 
can get statistics on the subject. 
* “ * 

What, we say, is all this attraction 
in reading so fast? The good reader 
must, we think, be one who has a 
divinely-given instinct which tells him 
when to read fast, and when to read 
slowly; and who knows when skim- 
ming is tantamount to a careless read- 
ing. Presumably one skims through 
unimportant material, and reads im- 
portant material painstakingly. But 
how can one know whether the ma- 








* See “Can Executives be Taught to Think?” 
Fortune, May 1953, p. 188. 
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terial is important or not until he has 
read it? Yet there do appear to be 
people who have a wonderful genius for 
sizing up importance at an early stage, 
and who combine this talent with adapt- 
ability in their speed of reading. As for 
Self, we do not pretend to such accomp- 
lishment, and will only say that we read 
the evening paper quickly and the re- 
search bulletins of the Canadian Insti- 
tute of Chartered Accountants slowly. 
* * * 


Certainly there is one area in which 
skimming is ill-advised. We refer, of 
course, to examinations. Time and 
time again the examiners complain that 
the candidates do not read the questions 
carefully. Take, for example, Problem 
1 published below. The student who 
did not make special note of the 
sentence, “The company records de- 
preciation as from the date of acqui- 
sition to date of disposal” might well 
calculate depreciation for the year on 
the closing balances in the fixed as- 
set accounts — and make a serious 
error. And the wording of the require- 
ments of a problem requires especially 
careful reading. Problem 1 asks for the 
necessary journal entries to record the 
transactions — it says nothing about the 
year-end entries. The candidate who 
included the year-end entries in his an- 
swer surely wasted valuable time. 
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PUZZLE 


Assuming the earth is perfectly round, a band is placed about it at the equator so 
that it fits perfectly. The band is then broken and another twelve inches is added to it. 
Now the earth is suspended inside it so that the distance from the equator to the band 
is constant. What is that distance? 

(Submitted by G.C.W., Montreal, in response to the editor’s request for puzzles.) 


SOLUTION TO THE SEPTEMBER PUZZLE 
The matches would be re-arranged as follows: 


| 


———<—wa . oe 


e--— — 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect 
the personal views and opinions of the various contributors. They are designed not as 
models for submission to the examiner, but rather to provide such discussion and ex- 
planation of the problems as will make their study beneficial. The editor will welcome 
discussion of the solutions published. 


PROBLEM 1 


Intermediate Examination, October 1953 
Accounting Il, Question 2 (20 marks) 


The general ledger of the G Co. Ltd. shows the following fixed asset accounts as at 
31st March 1952: 


Tat cas SP eT ee ee $ 60,000 
RNR sake apo gk ascot es cavapcwcadK ares mantnc spsh cna enuesasd 300,000 
Accumulated depreciation _............. Sd AN oD 2 oe fA TR $ 45,000 
UNNI cacti racsass easncuckin sein Bech anes ciasccsapeaveeisab aon tue vernal 400,000 
Accumulated depreciation _...... jae edatceh Secbawacaces 240,000 
UNA oh I eerie tage he, eA 25,000 
Accumulated depreciation _....... RR oat cs 7,500 


The replacement of the entire fleet of trucks on 30th September 1950 has been the 
only change in the fixed assets since the company started operations on Ist April 1946. 
Depreciation has been provided on a straight line basis on cost at 244% per annum on 
building, 10% per annum on machinery and. 20% per annum on trucks. The company 
records depreciation as from the date of acquisition to the date of disposal. 
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On 30th June 1952 a truck costing $3,500 was wrecked in a collision. The company 
realized $2,700 from the insurance company and as the truck was too badly wrecked 
it was junked. 

On 31st December 1952 a machine costing $8,000 was considered obsolete and was 
sold, realizing $2,300. A new machine was purchased for $10,500. 

During the year an independent appraisal company determined the depreciated 
replacement cost of the building at $210,000 and the expected life as 14 years from Ist 
April 1952. Management has requested that this appraisal be reflected in the books. 
Required: 

(12 marks) (a) Give the necessary journal entries to record the above transactions 
relating to the year ended 31st March 1953. 

( 8 marks) (b) Prepare a schedule of the fixed asset and accumulated depreciation ac- 
counts for the year ended 31st March 1953. 


A SOLUTION 
(a) THE G Co. Lt. 


Entries in Journal Form to Record Transactions Relating to Fixed Assets 
for the year ended 31 Mar 1953 
1952 Dr. Cr. 
Apr. 1 Earned surplus cs on Pires, Miu omee 45,000 
Accumulated depreciation — buildings ..........0...0.. 45,000 
To record adjustment of depreciation on buildings per 
appraisal as of Apr. 1, 1952 


SER NIN PS Nai rs oc Pend eure eh Spa Shela teed REN gneve Sind 2,700 


Accumulated depreciation — trucks x iron sos Sct ado meer ue rissantads » ' 53235 
PRN Sacks ese nt Ae rata ee IAG Gitervniteueeaeneeec ¥ 3,500 
PGE CON USSPOS ON OL CETCN oo occ os cncces ca cceatentassecdstveseasnzecnnes 425 


To record junking of truck acquired 1 Sep 1950 and receipt 
of insurance claim of $2,700 


Jun. 30 Depreciation expense (trucks) .......0.00000.0.0e. by susan 175 
Accumulated depreciation — trucks 0..........ccccccecseeeseseeeeeeeees 175 
To record current depreciation on truck junked, to date: 
3 months at 20% on $3,500 


erate ME ence Ns ce ed Ne se a Ra SN 2,300 


Accumulated depreciation — machinery ....0..........0.ccceeseeetecceees 5,400 
ee Ee RESIN UN OE NR CIIN 8-0 Sogo skcs sks adectiuceekan DedectsVeoteweeatieks 300 
REM ans cete access snes oso vanis stays eaccenu sel tases Seccoaate woadentseasssjun 8,000 
To record sale of machine acquired 1 Apr. 1946 
Dec. 31 Depreciation expense (machinery) ...............:cccsceeseeeesseteeeeeesees 600 
Accumulated depreciation — machinery ...................0..:.0005.. 600 


To record current depreciation on machine sold: 9 months 
at 10% on $8,000. 


BPGCODT GRRCREMOII iii nc eeccah. cs cea: GuRcueme esac geshcneet: Mess ncaa .. 10,500 
Dank. .....: : eda eeona assis cts 10,500 
Purchase of new machine 
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(6) THE G Co. LTD. 


Summary of Fixed Assets and Accumulated Depreciation 
for the year ended 31 Mar 1953 





Fixed assets Land Building Machinery Trucks 
Balances 32 Bier 1952. «............-:...0.0.50..5: $60,000 $300,000 $400,000 $25,000 
Cost of assets disposed of ....................... —_— _ 8,000 3,500 

60,000 300,000 392,000 21,500 
Cost of assets acquired ........ pameten le fae - _ 10,500 — 
Balances 31 Mar 1953 ........... wu... $60,000 $300,000 $402,500 $21,500 

Accumulated depreciation 
SN rt URE Oo A ea vsisiccaneencccnciccce 45,000 240,000 7,500 
Add: increase resulting from appraisal ..................... 45,000 — — 

90,000 240,000 7,500 

Deduct: accumulated depreciation on assets 
OEP, Sorel An aires alates — 5,400 1,225 
90,000 234,600 6,275 
Add: depreciation expense, 1953 (see notes below). 15,000 40,062.50 4,475 
ER CRN EE BBR So ioes isi csnasicetesceecdi ac: $105,000 $274,662.50 $10,750 


Notes: Depreciation expense for the year is calculated as follows: — 
Building — 210,000 

14 
Machinery — 9 months at 10% p.a. on $400,000 
3 months at 10% p.a. on $402,500 


= $15,000.00 





$30,000.00 
10,062.50 


$40,062.50 





Trucks — 3 months at 20% p.a. on $25,000 = $ 1,250.00 
9 months at 20% p.a. on $21,500 = 3,225.00 
$ 4,475.00 





EXAMINER’S COMMENTS 


Many students thought that the journal entries recording depreciation to the 
date of disposal of the assets were not required. Again, many students recorded 
the year-end depreciation entries although they were not asked for. 


Many students seemed unable to prepare a clear and adequate depreciation 
schedule. Some thought that the schedule need not show the changes during the 


period. 
PROBLEM 2 


Final Examination, October 1953 
Accounting III, Question 1 (18 marks) 


With respect to the following unrelated items, indicate whether the treatment 
accorded complies with generally accepted accounting principles and with the require- 
ments of The Companies Act, 1934 (Canada). If the treatment is debatable or contrary 
thereto, set out the alternate treatment or correct treatment as the case may be. Your 
answer should be set out under the following headings: 





(a) 
(b) 


(c) 


(d) 


(e) 


(f) 


(a) 
(b) 


(c) 
(d) 
(e) 
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(i) Accounting principles. (ii) Companies Act, 1934 (Canada) (iii) Alter- 
nate or correct Treatment. 
Secured bank loan shown in current liabilities as such with no mention of the 
specific security given. 
Readily realizable investments, not intended to be sold, shown at market value 
separately from current assets on the financial statements of a manufacturing 
company. 
Prepaid and deferred expenses grouped and shown as one figure under other 
assets with no further description thereof. . 
Mortgage payable in annual instalments of @........................ due 1st October each 
year commencing following year, shown immediately after current liabilities. 
Company's own bonds, which have been re-purchased and can be re-issued are 
included in “investments” on the asset side of the balance sheet. 


(f) In consolidated statements, the excess of the cost to parent company of subsidiaries’ 


(g) 


(h) 


shares over its equity in the net assets of the subsidiaries is grouped with the 
goodwill of the parent company and set out as one figure on the balance sheet. 
Income from non-consolidated subsidiaries or affiliates grouped with other in- 
vestment income. 

Annual provision for depreciation not set out as a separate figure on the state- 
ment of operations but set out in the auditor's report to shareholders and also in 
the directors’ report. 


(i) In the statements included in the prospectus of an issuing company a single 


statement of profit and loss covering the previous five year period is included and 
the average profit per annum set out. 


A SOLUTION 
(i) (ii) (iii) 
Accounting Companies’ Act, Alternate or 
Principles 1934 (Canada) correct treatment 
yes yes 
no yes Should be shown at cost with a notation as to 


market value. 


no yes Generally accepted accounting principles favour 
adequate description and dollar values of 
larger items, as well as segregation of prepaid 
and deferred items. 


no yes Generally accepted accounting principles favour 
showing amounts due in next year in current 
liabilities, or at least disclosing the amount of 
the succeeding year’s payment. 


no no Generally accepted accounting principles favour 
these bonds be shown as a deduction from 
the funded debt with adequate description, or 
separately under the heading of other assets. 
The Companies’ Act requires a description of 
the nature of investments. 


yes yes 
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(g) no yes Should disclose income from subsidiaries and 
affiliates separately from other investment in- 
come, preferably segregating income from 
subsidiaries and from affiliates. 


(h) no no Should be shown as a note to the statement 
of profit and loss if not disclosed separately 
in the statement. 


(i) no no Results should be shown separately year by 
year. 
(Act requires at least 3 years to be shown.) 


Notes: 
1. In part (c) (i) the answer “yes” would be correct where the items are not of a 
material amount. 


N 


In part (c) (ii) the answer “no” would be correct where the deferred charges are 
preliminary expenses of the company or share or bond issue expenses. 


3. In part (d) (i) the answer “yes” would be correct if the questidn were read to mean 


1. A number of candidates showed a lack of knowledge of the Companies’ Act and 
the C.I.C.A. bulletins. 

2. Some candidates failed to distinguish between financial statements as the product 
of the accounting function and the auditor’s report as the product of auditing. 

3. Many candidates did not distinguish between “‘generally accepted accounting 
principles” and “pure accounting theory”. 

4. Some candidates interpreted item (a) to mean that the balance sheet showed 
“Bank loan $— “with no further information about the bank loan. Candidates 
were not penalized for answering “no” in (i) and (ii) of part (a) if in (iii) 
they stated that the word “secured” should be shown beside “Bank loan’’. 


PROBLEM 3 


Final Examination, October 1953 
Auditing I, Question 6 (20 marks) 


The A Co. Ltd. is contemplating expanding its facilities and has asked CA to de- 
termine the level of production that it should contemplate on the basis of the following 
information: 

Selling price estimated at various quantity levels: 

Selling Number of Units 
Price to be Sold 
$49.50 20,000 
45.00 40,000 
41.00 55,000 


Estimated unit costs of production at a level of 20,000 units per year are: 
Materials ........ ear trcer cai $15.00 

Lapeur  .2........ Ne a cesarean A beh 36 Se sal en coe ene 

Dy NE HEMI oe eles coins 2.50 

ERNE ON 5 eet is oem acres lok, 8.00 


If the company purchases materials in quantities of 40,000 units or more they can 
secure a quantity discount of 10%; if they purchase in quantities of 50,000 or more the 


} 
that the description given is shown on the balance sheet. 
EXAMINER’S COMMENTS 
s 
} 











The Students’ Department 


1 quantity discount will be 20%. 
, of 20,000, 40,000 or 55,000 units. 
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Labour unit costs will be the same for a production level 


If the production level is to be raised to 40,000 units, $400,000 additional must be 
invested in buildings and machinery and, if it is to be raised to 55,000 units, a further 
$100,000 additional must be invested. The new fixed-assets are to be written off over a 


20-year period on the straight line basis. 


Other costs entering into factory service fixed 


will increase by $5,000 over the costs at the 20,000 units level if the level is increased to 
40,000 units or by $7,500 over the costs at the 20,000 units level if the level is increased 
to 55,000. Factory service variable costs will decrease to $7.80 per unit because of volume 
production if the level is raised to 40,000 units or to $7.30 if the level is raised to 


55,000 units. 


Salesmen’s salaries and commissions would amount to $2.10 per unit at 20,000 units; 


$2.00 per unit at 40,000 units and $1.50 per unit at 55,000. 


Advertising costs would 


amount to $1.60, $2.20 and $2.40 per unit at 20,000, 40,000 and 55,000 units respectively. 
Administrative salaries and expenses would amount to $60,000, $75,000 and $80,000 


at 20,000, 40,000 and 50,000 units respectively. 


The additional investment in buildings and machinery for expansion to 40,000 and 


5 55,000 units would be financed by the issue of 5% first mortgage bonds. 
Taxes on income are to be calculated at 49%. 
Required: 
(15 marks) (a) Statement showing the estimated net profit at the 


production. 


three levels of 


(10 marks) (b) The volume of production CA would recommend and the reasons for 


his recommendation. 





$ 243,000 


A SOLUTION 
(a) A Co. LTD. 
Statement of Estimated Profit at Various Levels of Production 
20,000 40,000 
units units 
} RMN arches Nutella een iis $990,000 $1,800,000 
Cost of goods sold 
MEUREINN. katona 300,000 540,000 
ae 240,000 480,000 
Factory service 
RR eet ey later atid 50,000 * 75,000 
Ne oe a ee OO a as 160,000 312,000 
} $750,000 $1,407,000 
Grers erent inests: $240,000 $ 393,000 
Selling and administrative expenses: 
Salesmen’s salaries and commissions ................ $ 42,000 $ 80,000 
PURINE EIBAIIED MEOW RR oie seccedccveedesetesssnen coer td vanhT adda 32,000 88,000 
Administrative salaries and expenses .................. 60,000 75,000 
$134,000 








55,000 
units 
$2,255,000 


660,000 
660,000 


* 82,500 
401,500 
$1,804,000 


$ 451,000 





$ 82,500 
132,000 
80,000 

$ 294,500 
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Net profit before financial expenses and taxes ........ $106,000 
SONIA CMNERIOOR 02 Sob eds Koi aesess hos Rav SeaaincaeS a 


Ee ne, ~ ee ee ee ee ae 106,000 


a ia ES oho ore Sori eseo nee sbaneh rok 51,940 
Net profit bs decoraicsi hn aiostestodon aeanmeriesitesarhen ae $ 54,060 


(* Includes $20,000 & $25,000 respectively re depreciation) 


(6) CA would recommend production of 40,000 units per year. 


$ 150,000 
20,000 


130,000 
63,700 


$ 66,300 





$ 156,500 
25,000 


131,500 
64,435 


$ 67,065 


In the first plalce, production of either 40,000 units or 55,000 units is preferable to 
production of 20,000 units. When the volume of production is higher, there is a larger 
net profit and a higher rate of return to the shareholders. The bonds may be redeemed, 


thus reducing the financing costs and increasing the net profits in the future. 


At 40,000 


units production the profit before financial expenses and taxes is 41% greater than at 


20,000 units; at 55,0000 units it is 48% greater than at 20,000 units. 


The additional 


working capital provided by increasing production from 20,000 units to 40,000 units is f 
The additional working ) 
capital provided by increasing production from 20,000 units to 55,000 units is $(67,065 — 


($66,300 — $54,060) + $20,000 (depreciation) = $32,240. 


$54,060) + $25,000 (depreciation) = $38,005. 


There are, however, a number of things to be said for production at 40,000 units 
instead of at 55,000 units. The estimated increase in net profit of $765, is of very minor 
significance, and the increased rate of return to shareholders, negligible. 
tional $100,000 investment the company realizes only .765% after paying the 5% financing 
charge. The percentage of profit to sales at 40,000 units is 3.7% and at 55,000 units, 
2.9%. Taking into account also the fact that additional liabilities must be assumed both 
for bonds and bond interest, an expansion from 40,000 units to 55,000 units would not 


appear to be justified. 


Institute of Internal Auditors (Toronto Chapter) 


Sponsor Ninth Annual Fall Training Course 


On the addi- 


The Toronto Chapter of the Institute of Internal Auditors are again sponsoring a 
course of ten lectures at the University of Toronto, Extension Department to meet the 
demand for a greater understanding of internal auditing. As in past years many of the 
lectures are being delivered by chartered accountants. The syllabus is as follows: 


October 5 — Nature and Objectives of Internal Auditing, by D. T. Barber 


October 12 — Company Records, by C. R. Jolly, C.A. 


October 19 — Purchasing and Material Control, by W. Tyler 
October 26 — Cooperation of the Internal and External Auditor, 


by A. G. Watson, C.A. 


November 2 — Cash Receipts and Disbursements, by J. A. Edds, C.A. 


November 9 — Case Studies in Fraud and the Control of Assets, 


by G. H. Ward, C.A. 
November 16 — Fixed Assets and Scrap, by T. E. Riggs 


November 23 — Payrolls and Services, by J. W. M. Dixon, C.A. 
November 30 — Finished Goods, Sales and Receivables, by J. A. Cooper, C.A. 
December 7 — Manufacturing Operations and Costs, by F. W. Woods, C.A. 


Further information and application forms may be obtained from University Extension, 


University of Toronto. 
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RECENT TAX CASES 


Montship Lines Ltd. v. M.N.R. 
(Exchequer Court of Canada, Cameron ]., May 21, 1954) 


Business Profits — Deductible Expenses — Sale of ships by shipping company — 
Covenant to deliver ships in seaworthy condition — Cost of current repairs in 
fulfilment of covenant — Purpose — Not deductible — ITA s. 12(1)(a) 


Appellant, a shipping company, op- 
erated a number of freight vessels, some 
owned by it and others chartered. In 
April, 1948 it entered into contracts for 
the sale of two of its ships to two sep- 
arate purchasers for $740,000 in the one 
case and $743,250 in the other, the con- 
tracts providing for delivery of the re- 
spective vessels in seaworthy condition 
as determined by a Lloyds’ surveyor. At 
the date of the contracts both ships were 
on voyages. Immediately on the return 
to Canada of the first of them appellant 
put it into dry-dock and had certain re- 
pairs done at a cost of $17,934. The 
second vesse! completed three voyages 
after execution of the contract for its 
sale and was then also placed in drydock 
where repairs to the amount of $4,854 
were made. Both vessels were delivered 
to their respective purchasers immediately 
after the repairs were completed. The 
repairs to both ships were maintenance 
repairs occasioned by ordinary wear and 
tear, and none of them were in the na- 
ture of improvements or alterations. Ap- 


pellant company claimed that the total 
cost of the above-mentioned repairs was 
properly deductible in computing its tax- 
able income for its 1949 taxation year 
(its taxation year ended on February 28 
of each year), but the Minister disallow- 
ed the deduction as being prohibited by 
ITA s. 12(1)(a) and (b). 
Held (affirming the judgment of Mr. 
Fordham in the ITAB (1953) ), the cost 
of repairing the two vessels was not a 
deductible expense. It is not enough 
that the dilapidations which occasioned 
the expenditures arose out of or in the 
course of appellant’s business; in view of 
the language of ITA s. 12(1) (a) it must 
be established that the purpose of the ex- 
penditures was that of gaining or pro- 
ducing income from the business. Ap- 
pellant’s purpose in incurring the ex- 
penses in question was to comply with the 
requirements of the contracts of sale to 
deliver the ships in seaworthy condition 
and not to earn income from operating 
them. 

Appeal dismissed 


237 
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INCOME TAX APPEAL BOARD CASES 


Fabio Monet, Esq., Q.C. (Chairman), Cecil L. Snyder, Esq., Q.C. (Assistant Chair- 
man), W. S. Fisher, Esq., Q.C. and R. S. W. Fordham, Esq., Q.C. 


160 v. M.N.R. 


Personal allowances — Father contribut- 

ing to support of infant child in custody 

of mother — Whether child “wholly” 

dependent on father — ITA (1952) 
5. 25(1) (a) (#) 

In 1952 appellant and his wife were 
living separate and apart, and the wife 
kept with her in her parents’ home the 
three-year old child of the marriage. 
There was no separation agreement be- 
tween appellant and his wife but appel- 
lant paid his wife $10 a week for the 
maintenance of the child. There was 
no other evidence adduced. 

Held (Mr. Fordham), although the ap- 
pellant as father of the child may have 
been responsible in law for the mainten- 
ance of the child he did not in fact have 
custody and control of the child, and 
evidence that he contributed $520 during 
the year to her support did not satisfy 
the court that the child did not receive 
support during the year from her mother 
and grandparents. Accordingly the child 
could not be said to have been “wholly” 
dependent on appellant during the year 
as required by ITA 1948 s. 25(1) (a) (ii) 
so as to entitle the appellant to a person- 
al allowance of $2,000 instead of $1,000. 
Mar 25/54 Dismissed 


161 v. M.N.R. 


Personal Allowances — Children of 

common-law wife of taxpayer — Whether 

wholly dependent on taxpayer for sup- 

port — ITA (1952) s. 25(1)(a) (ii), 
127(7) 


Appellant, a widower, lived with an- 
other man’s wife and supported her two 
children, aged 13 and 16 respectively, in 





his home. The woman had no means of 


her own. 

Held (Mr. Fordham), notwithstanding 
that the children were not his nor 
were they legally adopted by him under 
the Adoption Act of Ontario, each of 
them was ‘‘a child wholly dependent up- 
on him for support’ within the meaning 
of ITA 1948 s. 25(1)(a) (ii) having 
in mind the definition of s. 127(7) that 
the words “‘a child of a taxpayer includes 
(b) a person who is wholly dependent 
on the taxpayer for support and of whom 
the taxpayer has . . . in law or én fact, 
the custody and control’. Accordingly 
appellant was entitled to a personal al- 
lowance of $2,000 under s. 25(1) (a) 
rather than $1,000 only. 


Mar 30/54 Allowed 


Yamaska Valley Agricultural 
Co-op Soc. v. M.N.R. 


Co-operatives — Part of price for crop 

retained by co-op in reserve for growers 

— Not an operating surplus of co-op — 

Liability not a reserve — Interest thereon 
deductible 


Appellant was a co-operative society 
subject to the Quebec Co-operative As- 
sociations Act, R.S.Q. 1941, c. 120. Its 
members undertook to deliver their 
tobacco crops when harvested for three 
years to the appellant, which undertook 
to process, grade, and sell the tobacco at 
such prices and on such terms as appel- 
lant thought most advantageous, the 
growers undertaking in advance to accept 
the price paid. The growers delivered 
their tobacco crops to appellant in the 
fall of each year after harvest, and it 
was appellant’s practice to authorize a 
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preliminary payment to the growers in 
the spring, and after sale of the crop to 
carry the balance of the price received to 
the credit of growers’ reserve fund in 
the name of each grower in proportion 
to his share, and interest thereon was paid 
to each grower. Appellant was assessed 
to income tax in 1947, 1948, and 1949 
in respect of the amounts so carried to 
the growers’ reserve fund, and the inter- 
est paid by appellant to growers thereon 
was disallowed as a deduction. 


Held (Mr. Monet), the amount carried 
to the reserve fund by appellant was the 
balance of the amount owed by appellant 
to the growers on the price of their 
tobacco and not an operating surplus of 
the co-operative; it was a liability of 
the appellant to the growers and not a 
reserve properly so-called within the ac- 
counting sense of that word. This being 
so it followed that appellant was not 
chargeable to tax in respect of the “re- 
serve’ and that the interest paid thereon 
by appellant to growers was allowable as 
an operating expense of appellant. 


Que, Jan 19/54 Allowed 


Horse Co-op Marketing Assoc. Ltd. v. 
M.N.R. 


Co-operative Marketing and Processing 
Company — Requisition of horses from 
members and processing into meat for 
sale —— Initial payment based on price 
offered — Additional payment from sale 
of processed meat — Not a true co- 
operative — Processing profit taxable 


Appellant was organized in 1944 un- 
der the Sask. Co-op Marketing Associa- 
tions Act to carry on the business of mar- 
keting, slaughtering, processing, selling, 
etc. horses received from its members 
or persons eligible for membership. Its 
authorized capital was $500,000 divid- 
ed into 500,000 shares of $1 each, and 
the by-laws provided that moneys paid 
for shares should be used by the directors 
to achieve the Association's objects. The 
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by-laws limited the number of horses 
which each member might deliver to the 
Association in a year, and provided that 
the directors should provide for the sale 
or resale or processing of horses delivered 
to the Association with or without tak- 
ing title thereto and should determine 
the method, time, and manner of the 
payment to be made to members from the 
sale or resale price or the proceeds of 
processing after deducting all costs and 
expenses including a fee not exceeding 
$3 for each horse delivered, such moneys 
to be used by the directors for acquiring 
necessary facilities for the Association. 
The by-laws also provided that any surplus 
arising from the Association’s business 
should be retained in a special revolving 
reserve account for the purpose of meet- 
ing the financial requirements of the As- 
sociation and that when the amount ac- 
cumulated was sufficient for that purpose 
the directors should at such time and 
in such manner as they might determine 
pay each member the amounts due him 
from the amount retained, and that each 
member was entitled to an annual state- 
ment of the amount retained from the 
proceeds due to him, and that interest 
was payable on any amounts retained 
for a member in the revolving reserve 
account. In 1947 the Association re- 
ported as its income for the year only 
the profit earned by it in dealings with 
non-members of the Association, $54,- 
235, but the Minister assessed it to 
tax in respect of an amount of $845,583, 
being part of the surplus arising from 
dealings with members of the Associa- 
tion which the Association retained in 
accordance with a resolution of the mem- 
bers providing that it be held to the 
credit of the members individually sub- 
ject to a binding obligation to pay it to 
the members at such time or times and 
in such instalment or instalments as the 
directors might from time to time de- 
Appellant’s method of opera- 


termine. 
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tion was as follows. It sent out a cir- 
cular offering to buy horses at a stipu- 
lated price per pound and in the case of 
horses received from members paid the 
stipulated price after deducting certain 
charges including the fee of $3 per horse 
above-mentioned. After the horses were 
processed and the meat sold the member 
would be credited with a further sum, 
though in the interval the members were 
paid or credited with interim amounts. 
The Minister contended that the surplus 
of $845,583 retained by the Association 
to the credit of its members in 1947 
were not expenses of the Association since 
payment to the members of the amount 
so retained was in the discretion of the 
directors and the members could not sue 
for payment. 

Held, the Association’s appeal must be 
dismissed. 

Per Messrs. Fordham and Fisher: Appel- 
lant was not a co-operative in reality, its 
activities being no different from those 
of any manufacturing company that sold 
its products abroad. It was from the 
manufacturing done that the profit arose, 
and from which the money credited to 
members came. A member was paid 
for his horses at the time they were de- 
livered to the Association at the prices 
stipulated by the Association and the 
sums subsequently paid were not for the 
purchase of the horses but from the 
proceeds of processing them. The whole 
enterprise was a profit-making venture 
and contained none of the elements of 
a co-operative venture properly so-called. 
(Mr Monet concurred in the result.) 


Sask, Apr 1/54 Dismissed 


165 v. M.N.R. 


Partnership — Professional entertainer 
— Cost of costumes paid by partner per- 
sonally — Not deductible expense 


Appellant carried on the profession of 
lyric and dramatic artist, artistic director, 


and producer and derived his income en- 
tirely from the practice of these profes- 
sions in 1949 and 1950, three-quarters 
of his income representing his share in 
the profits of a partnership in which he 
was one of two partners. In assessing 
him for these years the Minister dis- 
allowed the deduction of the cost of 
long distance telephone calls and tele- 
grams made for the purpose of earning 
income from appellant’s profession, the 
cost of photographs sent to admirers and 
released to publications, the cost of pro- 
viding scores for persons working with 
appellant and necessary stationery, the 
cost of make-up and for the purchase and 
maintenance of costumes, imitation jewel- 
lery, etc. used by appellant in his per- 
formances for the sole benefit of the 
partnership, and the cost of trips made 
to New York for appellant's self-im- 
provement and to see what went on there 
in his profession. 


Held (Messrs. Monet, Fisher, and Ford- 
ham), all of the expenses mentioned, ex- 


cept those for make-up, costumes, jewel-- 


lery and for the trips to New York, were 
properly deductible in computing appel- 
lant’s income from his profession. 


Per Mr. Monet: The trips to New York 
were for the purpose of increasing ap- 
pellant’s competence in his profession 
and were of a capital nature. The costs 
incurred by him for costumes and jewel- 
lery, etc. were incurred not for the pur- 
pose of earning his income but for the 
purpose of earning the income of the 
partnership and were not deductible in 
computing his income from his profes- 
sion. I v. MNR (Graham J. and Mr. 
Monet) [1950] Tax Rev. 83; 17 Vv. 
MNR (Mr. Fordham) [1951] Tax Rev. 
155; Little v. MNR (Mr. Monet) 
[1951] Tax Rev. 173; Cooperberg v. 
MNR (Mr. Monet) [1951] Tax Rev. 
172, followed; Hornbeck v. MNR (Gra- 
ham J., Messrs. Monet and Fisher) 
[1950] Tax Rev. 45; Parkinson v. MNR 
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(Mr. Fisher) [1951] Tax Rev. 173, not 
followed. 

(Messrs. Fisher and Fordham concur in 
the disposition of the appeal without 
giving reasons.) 
Apr 10/54 Allowed in part 


166 et al. v. M.N.R. 


Business Expense — Legal expenses — 

Accounting firm defending charge of un- 

professional conduct against member — 
Commercial necessity of expense 


In November 1945 the firm of chart- 
ered accountants of which appellant was 
a member conducted a surprise audit of 
a certain brokerage company's books at 
the request of the Stock Exchange, but 
the Stock Exchange auditor was dissatis- 
fied with the firm’s report and another 
auditing firm was instructed to make 
an audit of the brokerage company’s 
records, and the second report differed 
from the first firm’s report and showed 
that the company’s affairs were not in as 
sound condition as the first firm's re- 
port indicated. As a result, appellant, 
who was auditor of the brokerage com- 
pany, was directed to appear before a com- 
mittee of inquiry of the Manitoba Insti- 
tute of Chartered Accountants, which up- 
on inquiry found him guilty of profession- 
al misconduct and suspended him from 
practice for three years. Appellant then 
retained counsel and appealed to the 
Court of King’s Bench from the order 
of suspension, which was set aside by 
the Court on the ground that the inquiry 
was not regularly conducted and that the 
appellant was not found to have acted 
from any improper motive. In appel- 
lant’s tax return for 1951 he claimed a 
deduction of one-quarter of the fee of 
$5,000 paid by his firm to legal counsel, 
the remaining three-quarters of the fee 
being claimed as deductions by the other 
members of the firm. The Minister dis- 
allowed all the deductions so claimed 
by the partners. 
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Held (Mr. Fordham), allowing the ap- 
peal, the counsel fee was properly de- 
ductible in a commercial sense. The or- 
der of suspension prevented appellant 
from practising as a chartered accountant 
and greatly harmed the firm’s prestige, 
and it became imperative that the ex- 
pense involved be incurred in order to 
enable appellant to continue in his pro- 
fession and to restore the firm to the 
position it had formerly enjoyed. MNR 
v. L. D. Caulk Co. of Can. (Sup. Ct. of 
Can.) [1954] Tax Rev. 265, applied. 

Held, also, for the same reasons the 
other members of appellant's firm were 


entitled to deduct their proportionate 
share of the expenditure. 
Man, Apr 7/54 Allowed 


Goble v. M.N.R. 


Travelling Expenses — Schoolteacher 

employed to mark examinations by dif- 

ferent employer away from home — Not 
deductible — ITA 1948 s. 12(1)(4) 


Goble, a schoolteacher residing and 
employed at Brantford, Ontario, accepted 
employment from the Ontario Depart- 
ment of Education to mark examination 
papers and for that purpose came to Tor- 
onto where the marking was done, spend- 
ing three weeks there in July and incur- 
ring expenses of $105 for board and 
lodging during that period, which sum 
she claimed to deduct from her remun- 
eration from the employment under ITA 
1948 s. 12(1)(h) as being expenses in- 
curred by the taxpayer “while away from 
home in the course of carrying on his 
business’’. 

Held (Mr. Fordham), appellant’s em- 
ployment in Toronto in marking exam- 
ination papers was a different employ- 
ment from her ordinary employment as 
a schoolteacher in Brantford, and the 
above quoted provision of s. 12(1)(h) 
was therefore not invocable in her favour. 
Ont, Mar 26/54 Dismissed 
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Oakdale Court Ltd. v. M.N.R. 
Capital or Revenue Expenditure — In- 
stalling overhead heating pipes in apart- 
ment house for worn-out underfoot pipes 
— Whether new asset or lasting ad- 

vantage created 


Appellant, the owner of two apart- 

ment houses with a common steam-heat- 
ing plant, found it necessary in 1949 
to abandon its old steam return pipes 
which were under the floors and to in- 
stall overhead return pipes, since to re- 
pair the old pipes would have required 
taking up the floors and temporarily 
finding other quarters for the tenants. 
Appellant claimed a deduction of the 
cost of installing the overhead pipes in 
its tax return for 1949, but the Mir ister 
disallowed the deduction contending 
that it was a capital outlay. 
Held (Mr. Fordham), the evidence! in- 
dicated that the expenditure was made to 
maintain the working efficiency of the 
buildings and that it did not increase or 
add to the latter as assets or create a last- 
ing advantage for the owner; there was 
simply a substitution of overhead piping 
for underlaid piping. It is not the de- 
gree of durability that determines 
whether a certain object represents a cap- 
ital expenditure or otherwise but the cir- 
cumstances in and the conditions under 
which its use is applied. O’Grady v. 
Bullcroft Main Collieries Ltd. (1932) 
17 T.C. 93; Samuel Jones & Co. Vv. 
C.LR. (1951) 32 T.C. 513; Weller v. 
MNR [1950] Tax Rev. 128 (Graham 
J.), applied. 


Man, Apr 6/54 Allowed 


‘ Boyd Bldg. Ltd. v. M.N.R. 
Repairs or Renewals — Alterations to 
building to suit tenant — Whether of 
permanent value or of value to tenant 

only — Deductibility of 


Appellant company owned a five-storey 


office building in Winnipeg, the third 
floor of which contained fifteen small 
offices and had a centre hallway and tile 
floor. A large part of the third floor was 
occupied by an insurance company which, 
in November 1950, applied for more 
space on the third and fourth floors, as 
a result of which appellant executed a 
lease for an increased amount of space 
at $22,014 a year for a term of 10 years 
subject to termination by the lessee on 
one year’s notice and payment of $6,000. 
The lease also provided that, to make the 
premises suitable for the lessee, one wall 
of the centre hallway would be removed, 
partitions to suit the lessee would be 
erected, additional lighting provided and 
the plumbing altered, the cost thereof to 
be borne by the lessor to the extent of 
$11,425 and the balance by the lessee. 
The work was done at a cost of $16,490, 
and appellant claimed a deduction of the 
amount expended by it, $11,425, in its 
tax return for 1951. 

Held (by the full Board), the expendi- 


tures relating to electrical work, plumb-_ 


ing, acoustical tile ceiling and plumbing 
were of such a nature as to indicate per 
se that there might well be elements of 
general usefulness and permanency there- 
in that would remain of benefit to appel- 
lant and or successive tenants, and should 
therefore be disallowed as being of a 
capital nature, but the remaining expen- 
ditures, including painting and _plaster- 
ing, were in the nature of repairs and 
appellant’s pro rata share of such ex- 
penditures was an allowable expense; the 
work added nothing to the building’s 
value and was of use only to the imme- 
diate tenant. 


Man, May 7/54 Allowed 


McFadden v. M.N.R. 


Cash Basis — Elevator receipt for wheat 
delivered but not sold — Not a nego- 
tiable instrument — Not payment — Not 
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evidence of “an interest’ — Meaning 
of — ITA 1948 s. 24(1) 


Appellant, a farmer, who reported his 
income on the cash basis, had a large 
quantity of his 1950 wheat crop on hand 
in July, 1951, for which he would re- 
quire storage space when his 1951 crop 
was harvested, and desiring to store it, 
but not to sell it, arranged with an ele- 
vator company to take delivery of the 
wheat and hold it until instructed by 
him to sell. He delivered the wheat to 
the elevator company which gave him a 
receipt therefor in the ordinary form 
used by it when receiving wheat which 
it purchased, and showing the price per 
bushel as of the date of delivery and the 
gross value as of that date of the wheat 
so delivered but with the notation “Pay- 
ment to be tendered on application”. In 
the ordinary course when the elevator 
purchased wheat it issued a cheque in 
payment when taking delivery, but did 





THE TAX REVIEW 243 


not do so in this case. Elevator receipts 
were not negotiable instruments. 


Held (Mr. Fisher), the receipt not being 
negotiable did not represent cash or any 
equivalent thereof which could be taken 
into account in computing the income 
of a taxpayer who reported on the cash 
basis, nor was the receipt “evidence of 
indebtedness as or in lieu of payment 
or in satisfaction of an interest, divi- 
dend or other debt that was then pay- 
able” within the meaning of ITA s. 
24(1) and required to be included in 
computing appellant's income under that 
provision; the word “‘interest’’ in s. 
24(1) did not mean ‘“‘any interest what- 
ever” but “interest on a capital sum’; 
the words “‘or other debt” in the provi- 
sion must be read ejusdem generis with 
the words “interest” and “dividend” 
which precede them. 


Alta, Apr 9/54 Allowed 
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Unclaimed Dividends 

Every broker and dealer in securities is re- 
quired by s. 47(4) of the Income Tax Act 
and s. 108(4) of the Income Tax Regula- 
tions to remit to the Receiver General of 
Canada within 60 days from the end of each 
taxation year the 25% tax deducted from un- 
claimed dividends. The first such remittance 
is required to be made within 60 days from 
the end of the 1954 taxation year. 

The unclaimed dividends referred to in 
the preceding paragraph are the dividends 
which were received in the 12-month period 
immediately preceding a taxation year of the 
broker or dealer and which are still unclaimed 
at the end of that taxation year. 

A taxation year, in the case of a corpora- 
tion, is a fiscal period. A taxation year, in 
the case of an individual, is a calendar year. 


Amount of Unclaimed Dividends 

Where a dividend was received in the 
1952 or a previous taxation year, it is deemed, 
for the purposes of s. 47 of the Act, to have 


been received in the 12-month period im- 
mediately preceding the 1954 taxation year. 

Therefore, the amount of unclaimed divi- 
dends at the end of the 1954 taxation year 
will be the total of the dividends which were 
received preceding the 1954 taxation year and 
which are still unclaimed at the end of the 
1954 taxation year. Where, in any prior tax- 
ation year, an amount was transferred from the 
unclaimed dividend account to the credit of 
the broker or dealer and was subjected to tax 
by reason of having been included in the 
income of the broker or dealer for the year 
of transfer, the amount may be deducted from 
the amount of unclaimed dividends at the 
end of the 1954 taxation year. 

Similarly, the amount of unclaimed divi- 
dends at the end of the 1955 taxation year 
will be the total of the dividends which were 
received in the twelve months preceding the 
1955 taxation year and which are still un- 
claimed at the end of the 1955 taxation year. 


The amount of an unclaimed dividend from 
which a foreign tax or a tax under the In- 
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come War Tax Act was withheld will be the 
met amount received by the broker or dealer. 


Remittance of Tax 

The remittance, payable to the Receiver 
General of Canada, is to be forwarded with- 
in 60 days from the end of the taxation year 
to the District Taxation Office together with 
a statement showing the period covered, the 
gross amount of the unclaimed dividends, and 
the amount of tax deducted. This remittance 
should not be included with any other re- 
mittance of income tax or tax deductions. 

The penalty for late remittance is 10% 
of the tax or $10, whichever is the greater, 
together with interest on the tax at the rate 
of 10% per annum. 


Deceased Broker or Dealer 

Where a broker or dealer has died, the 
estate representatives should submit one of 
the following arrangements to the District 
Taxation Office for approval: 

(a) that the business will continue to be 
carried on and that the estate, surviv- 
ing partners, or new proprietors have 
assumed the liability of the deceased 
broker or dealer for the tax deduction 
from unclaimed dividends received in 
the year of death and the immediately 
preceding period, or 
that the tax deduction from unclaimed 
dividends received in the 12-month 
period immediately preceding the year 
of death will be remitted within 12 
months from the end of the period, 
and that the tax deduction from un- 
claimed dividends received in the year 
of death will be remitted within 12 
months from the date of death. 


Reporting Dividends Claimed 

Payments of dividends in respect of claims 
will be reported as follows: 

(a) Where the 25% tax has NOT been 

remitted 

Dividends claimed by a resident will be 
reported on a T5S return at the end of the 
calendar year in which the dividend was 
claimed. The calendar year in which the 
dividend was received by the broker or dealer 
will be shown on the TS supplementary slip 
and a separate slip will be prepared for each 
such calendar year in those cases where divi- 


The Canadian Chartered Accountant, October, 1954 


dends received in more than one year are paid 
out to the same claimant. 

Payments of dividends to a member of a 
stock exchange, or to an investment dealer, 
a trust company, or a bank need not be re- 
ported on the TS return. 

Where the dividends are claimed by a non- 
resident, the 15% non-resident tax will be de- 
ducted and remitted to the District Taxation 
Office in the usual manner. The details of 
the payment will be reported on Form T603, 
Non-Resident Tax Remittance Form, or on a 
UST456 Return, as applicable. 


(6) Where the 25% tax HAS been 

remitted 

Dividends from which tax has been with- 
held will be reported on a separate T5 return 
at the end of the calendar year in which the 
dividend was claimed. The T5 Summary 
will be identified “Unclaimed Dividend Ac- 
count” immediately following the name of 
the broker or dealer. The words in Items 6 
and 7 of the summary should be deleted and 
replaced by “Dividends Claimed”, and the 
total amount claimed and the tax deducted 
should be entered in the appropriate spaces. 

A T5 supplementary slip will be prepared 
for each resident and non-resident claimant ~ 
regardless of the amount claimed. Where 
dividends received in more than one calendar 
year are paid out to the same claimant, a sep- 
arate slip will be prepared for each year. Each 
of the slips will be noted “Unclaimed Divi- 
dend Account” beneath the payor’s name. In 
addition to the required information on the 
TS supplementary slip, the year the dividend 
was received by the broker or dealer, the 
name of the dividend-paying corporation and 
the amount of tax withheld will be shown. 

Where dividends are claimed by a non- 
resident, no further deduction is required. A 
payment made to a United States addressee 
will be reported on a UST456 return. 

An application by the claimant for a refund 
must be made to the District Taxation Office 
within two years from the end of the cal- 
endar year in which the broker or dealer re- 
mitted the tax to the Receiver General of 
Canada. 

J. GEAR MCINTYRE, 
Deputy Minister (Taxation) 
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